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Introduction/Preface
My name is Kevin Grube and I like learning and trying new things. This personality trait
has been a driver for my entire college career. I like to take on challenges and have attempted to
be unique for the last four years. This approach to life helped motivate me to participate in the
CFA Research Challenge. In addition, I also have an egotistical mantra I tell myself that
motivates me in school and did so during the CFA Research Challenge. “Dumber people than
you have done this and succeeded, so you can too!” I’m very competitive and this imaginary
comparison to others helps me push forward where otherwise I might not be as motivated. As the
AIM co-manager this semester, I told the new students to the class —“it always seems
impossible until it’s done.”—This quote, which Keith (my AIM co-manager) and I found on
google, is surprisingly apt for the AIM class and also the CFA Research Challenge. The idea of
completing a project of this scope was impossible, until we turned it in.

My journey on the CFA Research Challenge started in Philadelphia on October 3rd at an
information meeting. It was a day trip to Hirtle Callaghan, where five students including myself
and Dr. Walker attended. The trip consisted of a nice lunch, an information session presented by
the CFA Society and some of the higher-ups at Hirtle Callaghan. The whole group got some nice
pads of paper and pens, a stellar lunch, and I got a glimpse into my future competition. During
the lunch buffet I needed Amanda (another Kutztown student who didn’t end up doing the
challenge) to help me put a steak on my plate during the buffet. Just after this, we sat down near
a student wearing a $500 Gucci belt. This character gave me a good laugh and helped me realize
how different I was compared to the type of people we would be competing against. Funny
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enough, at the Philadelphia finals, I saw this same student give a poor presentation, followed by
his team getting eliminated, albeit his team made it further than ours.
Another good illustration of the gap between Kutztown and the universities we were
competing against was the Bloomberg Terminal. Dr. Walker calls this THE financial software to
have if you are a serious securities trader. It has an astounding amount of information regarding
the general economy, bonds, and all public stocks. It is also $24,000 to have per year. Kutztown
University does not have a Bloomberg Terminal, but most of the universities we competed
against did. Last year, the society gave the Kutztown team a trial of the software; we were not so
lucky this year. However, through some connections we were able to get a couple hours on the
Bloomberg Terminal. These hours greatly helped our final report.
Going back to the timeline of accepting the challenge, we left Hirtle Callaghan with an
idea of how much work the challenge would take, and the stock we would be analyzing—Five
Below. Two of the five students who went that day promptly dropped out of contention for the
challenge as they did not have time to commit. This worried me, as you have to do the same
amount of work whether you have three or five people. This would spread Sasha Hayward,
Melissa Jenkings, and me pretty thin. Luckily Sasha Hayward recruited a friend, named Aaron
Morekin, to take our group back up to four. After the team decided we were in for the challenge,
we submitted our information and were officially committed to the Challenge.
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What is the CFA and the CFA Research Challenge?
CFA is an acronym that stands for Chartered Financial Analyst. It is a key distinction
reserved for the best of the best financial analysts. There are currently over 150,000 CFAs with
many more trying to test into the distinction in the coming years.
To become a CFA you have to pass three individual tests. The average CFA takes four
years to complete these tests. The level one exam is administered twice a year, while levels two
and three are administered only once a year. To sit for the next level, a candidate for the charter
must obtain a passing grade on the previous test. That means, it takes three years at a minimum
to become a CFA, and the average member fails one of the three exams. All three exams hold a
pass rate of somewhere between 40 and 50 percent.
The CFA Research Challenge was meant to bring awareness to the distinction and allow
college students to try their hands performing financial analysis, something many CFA members
do on a daily basis. The challenge is an annual and global competition. Over 1,000 universities
compete across the globe and there are three levels to the competition. First, is the local
competition. For my team, we were up against 16 or so other Universities in the Philadelphia
area. The top team from this area goes on to compete in a regional competition and the top teams
from each region compete in a global competition.
The challenge pits student groups of three to five against each other to create the best
financial report for a given stock. The report includes a valuation where an intrinsic value is
given to the stock and a qualitative assessment of the stock that helps to explain the valuation.
The report has eight total sections, which were weighted according to importance. Our team’s
report is included in the Appendix of this report.
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All teams are given about three months to prepare their report. The work that is done is
almost entirely unassisted except for some sparse time with a mentor and advisor. Each team
comes in with an advisor from their college and is assigned a CFA member as a mentor. Each
team is allocated ten hours to work with their mentor and ten hours to work with their advisor.
Spending these hours wisely is key for less experienced teams to create a good report.
After the teams submitted their reports, the CFA Society had a team of graders who
evaluated each report through anonymous screening and the top four reports from each area
moved on to the next round of the competition. These top four teams then must prepare a tenminute presentation detailing their report. Following each team’s presentation there is a question
and answer session where a panel of judges ask each team difficult questions. The top combined
presentation and report score moves on to the regional finals.
As with most things, there is a lot of moving parts going on in the background that can
help a team sink or swim. Also, as my team found out, individual thinking isn’t always rewarded.
Through the CFA trying to be objective in their grading, only certain thoughts were awarded
points, even if other ideas had merit through explanation. Knowing what the judges are looking
for is key in getting a good grade.
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The Process Used to Create Our Report
The CFA Research Challenge is a team project. All 12,500 words from our report were
read and reviewed by the team repeatedly. However, given the time constraints, it would have
been impossible for the entire team to go over each of the eight required sections together. Also,
prior to our submission, our mentor and advisor read the report and provided ideas for
improvement. In all large processes there has to be a beginning, in our beginning the team got
together to have a basic opinion and planning talk. The members of our team included Aaron
Morekin, Sasha Hayward, Melissa Jenkings, and myself. We each gave our initial opinions on
Five Below so we could decide which type of rating we would be writing about (buy, hold, or
sell). This was an important beginning step towards making the report sound uniform. We
couldn’t have two members pitching a “sell” with the other two pitching a “buy.” We decided
that Five Below did not impress us and we thought we could potentially stand out giving a sell
rating. So, after this meeting the team’s thoughts and writings were mainly negative towards Five
Below. We made sure to allow for a change in opinion later in the process as we researched more
so we weren’t stuck with a sell rating when the research pointed in a different direction. This
decision helped out later on as our research and valuation gave us a hold rating which we
changed to in the final report.
Also, in this introductory meeting we assigned different sections of the report to each of
the members on the team. The eight sections would take way too long to do together, so each
person took about 15 points worth of the rubric with an agreement to work on the valuation
together at the end. I was assigned the Industry Overview and Competitive Positioning and a
small portion of the risks. I chose to do the Industry Overview and Competitive Positioning
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segments because they were similar and had some overlap. Also, when I was reading past reports
from other teams, these two sections had types of information I was learning in class at the time.
During our introductory brainstorming meeting, we also spent considerable time figuring
out what we actually had to do to generate a good report. The contents of a good report were
very ambiguous as nobody from the team had done something similar before. On top of this, we
were only the second team to ever attempt the challenge from Kutztown, so we were going in
partially blind. Something that helped us a great deal was looking at past winners’ reports. These
reports are available on the CFA website. You can download PDFs of the global winners’ reports
from the last five or so years. So, during the team’s first meeting we opened up all of these
reports. This helped to visualize what the CFA expected each section to be like. This helped the
team group up similar sections and to give us a better idea on what we would be writing about.
Without this initial research our report would have looked way different.
By the end of our opening meeting, everyone had their own individual assignments, a
general idea on what their final section should look like, and the tone (positive or negative) that
they should be writing and researching in. It is important to note that at this point in time we
were in the middle of the semester and quite busy with our schoolwork. Despite this, each
member took some time each week to do their own research for their own sections. Little by little
our google docs were filling up with information. Over this time period the group got together
weekly. We would reserve a room in the library over the weekend and meet for around three
hours. During this time, we updated each other on our research, our progress, if we needed any
help, and if our opinions on Five Below had changed. The first couple of meetings also acted as
set times that we could get our individual work done too. Especially in the first few weeks I had
been so busy with schoolwork that all of my new information came from those group meetings.
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These were extremely important towards getting a uniform message across and making sure
everyone was where they were supposed to be in terms of work.
This process worked well for our beginning information and even some of our editing.
This was all information we were confident with and things we could find online. However,
things got a bit more challenging as the deadline day approached. We started running into
roadblocks or uncertainties. This is where our mentor and adviser time came in handy. We made
sure to keep our small allocated hours with the experts for when we reached roadblocks. We
were struggling mainly with the valuation (the largest portion on the rubric) and some finishing
touches of each section. This was important especially because if the valuation said Five Below
was a “buy” we would have to rewrite a good portion of our work to match that tone. So, the
whole team got on a conference call with our mentor to find out his opinions on a valuation. He
gave us the idea to use a multiple stage DCF analysis, a multiples analysis, and one more
valuation technique that we ended up not using. Again, the group split these pieces up to work on
individually. It would be okay if the valuations all said different things, we would be averaging
out the final numbers and hopefully coming up with a number that gave the same rating as our
qualitative assessment.
Remember when I said we didn’t have a Bloomberg Terminal? It was at about this
valuation research time where the team set out to get the important information that we would
have had at our fingertips if we had had a terminal. To accomplish this, we went on a trip to an
equity company that was luckily close by which—again luckily—employed our advisor’s son.
Thanks to this connection, our team had access to a Bloomberg Terminal for about two hours.
Over this time, we researched as much as possible and took a plethora of screenshots. By the end
of the day, we had a flash drive with upwards of 150 screenshots of financial information, charts,
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and graphs regarding Five Below that we didn’t have before. The information gathered from this
fieldtrip can be seen all over our final report. From changing our points of view on certain
aspects of the company to literally pasting (with credit) the graphs onto the sides of the report.
After a lot of work, deliberation, and guidance from our mentor and adviser, the team
completed our two valuations. Our final weighted number for the intrinsic value of the stock
came up as a slightly (5%) higher number than what the stock was currently trading. This would
mean for our valuation to make sense we would have to pitch at worse a hold rating for the stock.
Luckily the team had seen the writing on the wall while doing the valuation and had changed our
tone from a sell perspective to that of a hold. Again, this was only possible because of our initial
meeting where we decided to keep an open mind, and our subsequent weekly meetings where we
were keeping ourselves updated. The final report ended as a hold with about a 5% potential
upside, and I felt our qualitative assessment supported our quantitative work.
After we completed our individual sections including the valuation we needed to make
sure it sounded like it came from one professional voice. So, each member of the team proofread
and edited the report on at least five separate occasions. We would individually read the entire
report, send our corrections to each other, correct the things we thought we needed to, and then
do it all over again. On top of this challenge, we needed to fit all of our information in a specified
amount of pages in an eye-appealing manner. Luckily, Sasha Hayward, one of the team
members, was quite good at formatting and really took the helm of putting our information into a
neat and organized report. During this stage of the report we were truly in crunch time. We had
less than a week to turn in a final report and Sasha was in a completely different time zone in
South Africa, which created a unique challenge. Again, we just did our individual editing, sent
those edits to Sasha Hayward in South Africa and by the time we woke up the next morning we
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would have an altered report to review. We did this many many times, and after a busy week of
work, we had the finalized report.
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Details of My Contribution to the Report
As mentioned earlier, I was assigned the Industry Overview, Competitive Positioning,
our key statements, and I helped with the risks and the DCF analysis. The key statements came
together at the very end. They are at the very top of our report and detail our key findings of the
entire report. They set the tone for what we talked about in the report and gave guidance on
things to look out for while you are reading.

For the Industry Overview I used Porter’s Five Forces model which I was learning in my
MGM 399 Business Strategy class at the time of completing the report. This model talks about
the effect of new entrants, substitutes, direct rivals, the bargaining power of suppliers, and the
bargaining power of buyers to the company. A lot of creative thinking went into this portion as
many of the effects are hard to see and the rivals and substitutes can be subjective. I also talked
about technological and geographical drivers of Five Below in this section. These choices were
made based on what the team had seen in previous winner’s reports.

For the Competitive Positioning I talked about Five Below’s self-identified growth
drivers. These were things that Five Below thought set themselves apart from their competition
and were generally things the team and I agreed with. Some examples are a tween focus, high
growth model, and a differentiated shopping experience. This again required some creative
thinking as many things were subjective. Five Below’s own idea of a fun and differentiated
shopping experience had huge ramifications for the entire project. When the team researched and
thought about competitors we had two main categories, stores like Dollar Tree and places like
Build-a-Bear. One store emphasizes the cheap value product that Five Below also strives for, and
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the other emphasized the fun store experience. Ultimately, with the help of Five Below’s own
detailing, we chose our competitors as places more like Build-a-Bear and I talked about such
places in my two sections.

The risks also included a lot of creative research into what was important to Five Below.
Aaron Morekin and I brainstormed our main concerns, including inflation, tariff increases, and
gentrification causing rent to soar. Luckily the whole team was able to get on a conference call
with Five Below’s manager of shareholder relations who answered some of our pressing
questions. She talked about how tariffs were a mild concern but would only affect a small
amount of products. Our team also realized the low bargaining power of suppliers due to a
plethora of factors which would also help combat the increased tariffs. In terms of inflation she
spoke about a new Ten Below section that they had been trying and successfully using in their
Philadelphia stores. The team thought, if the store can completely change their branding around
and become less of an extreme value store without high repercussions this was good news for
Five Below. Last, was the gentrification issue. This was my own personal concern as my town
had a Five Below about five years ago which was driven away because of rising rent costs in
their location. This was a huge concern for me as people in high-end towns might not want these
“value” stores to change the perception of the town. I submitted a question for the conference
call, and it was answered. A simple “we are not concerned with that” was all the information I
got. This left a sour taste in my mouth and signaled to me that Five Below wasn’t actually
concerned about something that I first hand observed as an influencer to their store. This was
talked about in the risks section but was generally overshadowed by more compelling risks.
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Educational Influencers
The CFA Research Challenge truly felt like a culmination of all the learning I did over
my four years at Kutztown. Most of the required knowledge came from my Finance classes,
however, there were a great deal of smaller influences coming from almost every class I have
ever taken. These extra classes range from the capstone management class to an intro to
philosophy general education requirement, to my other major marketing courses.
I’ll start with MGM 399, Business Strategy, that I was taking while also doing the
challenge. The class consisted of going over PowerPoints on managements styles and some case
analysis. One of the chapters focused on Porter’s Five Forces model. When the CFA Research
Challenge team was deciding which section each person should do, we were going over this in
my class. The recent timing of my learning gave me the extra confidence to take on that
individual section. Going over the information for this chapter in class and later being tested on it
gave me extra depth in an analysis technique that I had not heard of prior to the class. I actually
used the PowerPoint slides from the management class as a handy aid while working on the CFA
Research Challenge.
My professor for that class, Dr. Hong, was also generous with his offers to help on the
challenge. When I was deciding which professor to take for the MGM 399 class it was either a
different professor or staff. I ultimately chose staff because it fit into my schedule better, but Dr.
Hong did a pretty good job of teaching for it being his first semester at Kutztown. I submitted a
report to the business program in order to take an independent study with Dr Walker. I think I
may have done this the hard way but with the way I did it, the independent study needed to be
approved by other business professors so I could get credit for the class. A few of my professors
actually spoke with me about it and gave me words of encouragement about the Challenge and
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setting myself apart. Again, Dr. Hong was one of these professors and he was very happy to hear
that I had used something I learned in his class in the Challenge.
Business Strategy had a very palpable influence on the challenge for me and can be
directly seen in my report, but other classes had influences as well. If I could redo my college
career I would space out my general education classes more so I wouldn’t be stuck with a year
and a half of almost only difficult major classes. But, because I got the general education classes
out of the way before this project, I was able to use the knowledge I gained from them. Some
obvious influences come from the required English classes. English composition and storytelling
helped me with the writing portion of the project. I become a better writer and storyteller every
year, but these classes helped to accelerate my learning. Honors composition was particularly
good in showing me different research methods to get my information from. It also helped with
my general outlining ability. The CFA Report was very expansive, and my ability to break the
task up into much more digestible bites helped to manage my time and helped me have clarity on
what I was writing. The fact that I learned about different research methods in class was also
helpful as I looked to multiple avenues for my general information during the Challenge.
I took the class “Storytelling” for many reasons. One reason was that I was looking for an
easier class to fill up my schedule of more difficult ones. Another reason was that I wanted to
become a better speaker. The class has also helped in my extracurricular activities such as in my
commentating career. I performed as a commentator for Kutztown Football and Basketball
games this year and my newly improved storytelling was part of the reason I was nominated for
a national award for that commentating. The class, despite requiring very little writing, helped
with my written portion of the paper as well. In the end, the report is a persuasive piece of
literature. The team is attempting to convince a panel of judges that a stock should be bought,
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held, or sold. If you present facts in the wrong way or don’t explain things coherently you won’t
be persuasive. I have found that the best way to get your point across is to make your points
connect and for them to be relatable. I learned this while telling stories, both fiction and from my
real life, in my storytelling class. People were more receptive if I could string things together and
if I could make things believable. I was actively trying to tell a story in the CFA report. That
story was about Five Below, and how it has its pluses and minuses, and how its stock was worth
a “hold” rating.
Another small influence for the CFA Research Challenge came from a philosophy class I
took as a general education credit. I have always been fascinated with philosophy and I loved the
class despite hearing bad reviews of it from my peers. My philosophy class spent a lot of time
talking about motivations. My entire team spent some of our precision time considering the
motivations of the judges and others who could impact our grade. We knew that there would be
Five Below representatives at the final presentation in Philadelphia. We figured that because of
this, the judging committee would want at least some “buy” decisions to make those
representatives feel happy, and some “sell” decisions to give them things to think about. After
all, the reports gave Five Below insight to public sentiment on their company, wouldn’t they
want to know why someone didn’t like them? It was due to this thought process that the team
started out with a “sell” decision. We ultimately chose to change that into a “hold” because of
our valuation, but that beginning philosophy started us out on a path. We also chose a “sell”
because we thought it would set us apart. If 7 teams submitted a “hold,” 7 submitted a “buy” and
only 1 submitted a “sell” wouldn’t you look more into the team that picked a sell? I still think
this was smart thinking by the team and if we could’ve changed our valuation to mimic this idea,
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we might’ve placed better. This thought process was also partially confirmed by the
presentations in Philadelphia where we heard 2 “buy,” 1 “hold,” and 1 “sell.”
Now, the major financial and marketing classes that influenced the CFA report. I have
taken things like Multinational Financial Management, Consumer Behavior, Investment
Portfolio Management, Economics, and Applied Investment Management which all heavily
influenced my thinking during the project. Of course, the project is about valuing a company, so
the classes that directly taught me how to do that in different methods had the largest impact, but
the others can’t be understated.
First are my economics classes. I took Microeconomics and Macroeconomics in my first
two semesters at Kutztown and I have tutored both consistently in the tutoring office for the past
two years. I actually call microeconomics the easiest class I have ever taken. The easiness of the
class was due to the fact that I had just taken economics in high school. This was my first
semester in college, and it was taught by an excellent professor about a subject that is very recent
in my brain. Despite not really being challenged in the class, I still learned a lot and the
knowledge from this class has stayed with me throughout the years. Macroeconomics was a lot
tougher for me, but still taught me a lot, and was an influencer on the CFA project. These two
courses gave a general background to what I was researching. This background knowledge
helped me clarify and understand information in the right context. From understanding
employment levels, to knowledge of the business cycle, it was all important for my research. In
fact, there’s a section in the report that I wrote where I discuss if I think Five Below’s products
are inferior goods. The idea of inferior goods is something I learned about in these classes and
refers to products whose demand goes up when its general consumers have a lower income. An
example would be clothing from Walmart, if you can afford it, you’ll go somewhere else, but if
17

you’re strapped for cash, you’ll buy more Walmart T-shirts than you would have before. I argue
that Five Below is more recession proof than its competitors (which we determined to mainly be
fun store experiences rather than dollar stores) because of its value proposition. They sell cheap
and fun time fillers, they sell a good time, so when people have less money, they’ll go to Five
Below instead of the movie theater.
This line of thinking and competitor decision making was highly influenced by the
marketing classes I have taken as a double major. Consumer Behavior taught me that when
people buy products, they are really buying a state of mind. When someone goes to Five Below,
they’re not going in to buy candy, they’re going in to buy cheap happiness. This learning and
thinking completely modified my ideas on who the target competitors could be and helped me
look at this project in a way that not many others did. Instead of a very surface level comparison
of stores selling things for similar prices, I was able to compare stores who were actually selling
similar things. Also, with the help of my marketing classes I took a deeper look into Five
Below’s marketing plans. They have self-proclaimed growth drivers which I talk about in the
Competitive Positioning section of the paper. Without my marketing knowledge I would not be
able to think as critically about Five Below’s segmentation, targeting, and positioning and
therefore their brand strategy.
The marketing classes I have taken also helped me to understand why Five Below has
some of their unique strategies. One of which is that Five Below is meant to not be a first stop on
a shopping spree. 55% of Five Below consumers went to at least one other store before stopping
in Five Below. Without background information this may seem like a bad business model.
However, Five Below puts most of their stores in highly dense urban areas and at cornerstones of
malls. This means they have to do less work to get consumers to the store, they let the other
18

stores marketing work for them. After someone finishes shopping at Macy’s, they can stop into
Five Below for a quick look around and then not feel bad about spending $4 on something when
they just spent $100 somewhere else. What they don’t know is Five Below’s margins are very
high and they are keeping a lot of that $4. These margins enable Five Below to stay in business
and have helped to grow them into a very strong brand.
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Financial Class Influencers
The influences from my financial classes are a bit easier to spot and describe. Investment
Portfolio Management, over two semesters, taught me how to look at a stock from the view of a
potential investor. In the class I was given the goal of achieving the highest return for my money
when investing in securities and derivatives. As this was a competition and I was incentivized to
do well, I naturally did research into the stocks I was picking. With more experienced research
comes more knowledge and a better base to build a future stock ratings on. Along with my initial
choices in stocks, I was able to track each of my stocks over the semester. I kept track of which
ones did well and which ones didn’t. This helped teach me about what things to look for when
picking a stock. Some things that looked great to me before I purchased a stock, I now don’t take
a second look at. And some things I completely bypassed over, I now analyze carefully.
Multinational Financial Management, like my economics class, helped me to generate a
fuller picture. The class detailed what obstacles international businesses may encounter when it
comes to their finances. One of the main factors is currency exchange rates. Five Below is not
directly influenced by exchange rates as they sell their products entirely in the United States.
However, most of their suppliers are located overseas and this creates potential risk for the
company. The trade tariffs are also a big factor for international corporations. Due to my learning
in Multinational Financial Management, I was able to think more broadly about potential risks to
Five Below, especially from their suppliers.
Applied Investment Management (AIM), an honors invite-only class that I am now in my
second semester of taking, this time as a co-manager, had the biggest impact to my performance
and outlook on the CFA Research Challenge. It was in class for AIM where I had heard about
what a CFA was for the first time and it was in that class where I was introduced to the
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challenge. Dr. Walker, the professor for the AIM class, is an excellent professor and has
influenced me as a person more than anyone else at Kutztown University by an extreme margin.
This influence goes all the way back to the beginning of my Junior year where he convinced me
to pick up Finance as a second major. I had gone to him to ask how to get invited into AIM,
which at the time was a class I was intrigued by. I heard about AIM at an Honors Freshman
Orientation event I was volunteering at earlier that year. Dr. Walker gave a good enough pitch
for the program that I was sold on getting in from that day. When I was in his office to talk about
being invited, he laid out the required finance coursework for me. He made it all seem so doable
and two years later I have successfully taken the required classes. Dr. Walker is great at getting
the best out of someone and at being a motivator. When he first talked about the challenge I was
intrigued and thought about potentially turning it into my capstone. But it was because of his
confidence in me and the other members that I ended up deciding to take on the challenge. I am
extremely thankful for his continued belief in me.
AIM as a class also did a great job at preparing me for the financial challenges the CFA
Research Challenge would throw at me. The general course progression for AIM is to pitch a
stock for the KUF Committee to buy that isn’t in our existing portfolio, sell one that is in our
portfolio, or give a hold rating to one in the portfolio. This is done over the course of the
semester over three individual stock pitches which are presented to the class and Dr. Walker. The
students have the final choice over everything and there is a lot of debate involved. The main
connection from the class to the challenge is the required valuation. Going into AIM I didn’t
know what the intrinsic value of a stock even was. I just thought about stocks in terms of do I
think it will go up or down, not is it overvalued or undervalued. The class helped introduce this
new valuing concept to me and then showed me a couple ways on how to get a tangible number I
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could compare to the market. I used the techniques I learned in AIM on my valuation work for
the CFA Research Challenge.
For the challenge we ended up using a Discounted Cash Flow (DCF) Model and a
Multiples Analysis. The DCF was core to my first semester in AIM. We used a tool on Capital
IQ (a program that the University generously buys for the class) to calculate an intrinsic value for
a stock based on future cash flow assumptions, a terminal growth rate, a tax rate, and a few other
assumptions. Then, you can go into the model and edit some of the assumptions if need be.
Again, I had never done anything like this before AIM. For the challenge the team went into
intense detail creating a 3 stage DCF where there were different growth rates. A lot of time and
effort went into this valuation, including the research we did on potential risks which were
assessed in order to adjust the weighted average cost of capital, a very important assumption of
the model. The Multiples Analysis is much simpler but was also mainly learned in the AIM
class. This analysis compares publicly posted ratios (like the price to earnings ratio) with ratios
of competitors to give an intrinsic value. Of course, this analysis is heavily influenced by
competitors and helps explain why picking the right competitors is so important. I have since
used this analysis in this semester’s AIM class and getting the extra practice during the challenge
has helped my understanding of the process a great deal.
As the CFA Research Challenge happens annually it is my (and probably Dr. Walker’s
and the school’s) hope that Kutztown can send a team every year. To make the challenge easier
for those who take it on there are definitely ways to incorporate the challenge into the AIM class.
Part of my group’s difficulties during the challenge was juggling all of our coursework and this
extra very time-consuming project. With a strong link between the AIM class and the challenge,
this problem could be somewhat mitigated. The challenge already requires its participants to do
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things that are done in AIM, doing the challenge in the future could exempt participants from the
similar required learning from activities in AIM class. An easy way to figure this out would be to
outline what is required in AIM and what is required by the CFA Research Challenge and cross
out some of the overlap.
AIM Class:
1st presentation – Surface level stock research, public speaking
2nd presentation – Deep stock research, ability to analyze questions, valuation analysis (student
choice) including DCF and Multiples Analysis, public speaking, Q&A
3rd presentation – Answering of pertinent questions, summarizing
KUF Presentation – Data crunching, graph and chart making, public speaking in high intensity
situations
Stock papers – Critical individualistic thinking, strong reasoning and analysis skills,
summarizing
Economic Report – Oversight on economic factors, communication
Material News – Overseeing of stocks, communication
CFA Research Challenge:
Public Speaking (if you make it far enough)
In-depth stock research
Creative thinking
Valuation analysis (again student choice but including DCF and Multiples)
23

General communication skills (especially with your outside mentor)
Time management and group work
My suggestion to lighten up the load for those taking on the CFA Research Challenge is
one of two options. An exemption from the KUF presentation including the required preparatory
work would take stress and work off of the participants’ plate. Another option would be an
abbreviated or entirely eliminated second and/or third stock pitch for AIM. The learning that
would be gained from these activities can be gained doing the challenge. The problem occurs
when the challenge is accepted relative to where the AIM class is. You can’t skip activities if
you’ve already done them, however, if they have already been completed that won’t be a stressor
anyway.
For the KUF presentation I would recommend just not having the CFA participants be a
part of this at all or only be spectators during the presentation. It would be easy to distribute the
extra work to the remaining AIM members. This frees up the time that would be spent on
practice and creating materials for the KUF Presentation to instead work on the challenge. This
also takes away the stressor of presenting to the board and replaces it with the stressor of the
challenge itself.
Without the AIM stock presentations there would be a lot less potential work to be done
outside the class, which could then be filled with CFA work. Again, the work for the class would
be very similar to what you must do for the challenge anyway. This replacement would leave the
AIM class with less stocks to review and discuss, but that could allow for more in-depth
conversations of the other pitched stocks anyway.
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This leaves the problem of grading. There is always the threat of a team slacking off over
the break and producing a sub-par report and not being punished for it. Therefore, I like the idea
of giving participating students an in-progress grade that can be looked at again after the
challenge is completed.
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Motivation
I’ve talked about the challenge and myself, now I’ll talk about the team I did the
challenge with. The peers that I worked with are named Aaron Morekin, Melissa Jenkings, and
Sasha Hayward. Our dynamic was interesting in that each person had a different motivation for
doing the challenge. I had the idea of working the challenge into my capstone project. Aaron
Morekin is studying to become a CFA, so extra work and networking around the charter would
be helpful for his future career. Melissa Jenkings is planning on pursuing higher level education
as a profession, so taking on a challenge of this magnitude would give her perspective. Sasha
Hayward was looking for a full-time job to start in after college with the added need of finding
Visa sponsorship, a big splash in the competition could make a similar splash in the job search.
Because everyone was motivated to do well and work together, we truly gave it our all in
the contest. There was not much slacking and tons of hours of hard work were pushed into this
project. I honestly think the challenge helped us in all of our motivations too. I, of course, am
writing this capstone project after completing the challenge. Aaron Morekin is still pursuing the
CFA distinction following graduation and this gives him real world experience to draw on when
he is testing. Melissa Jenkings can use this experience as a reference in her future careers and
talked about the process during some of her master’s degree interviews for colleges. Sasha
Hayward opted to go to graduate school and likely talked about the challenge in the interviews.
As I have talked about in the entire paper, the CFA Research Challenge was a marathon
of work which was lumped on top of an already existing mountain of schoolwork. I was called
crazy for being a part of the team to take it on when I already had a difficult schedule. This got
me thinking about what influencers or motivators are necessary to make someone take on the
challenge when there is no real palpable reward.
26

The quick answer is someone who gains something else substantial from participating. I
fit into this category. I figured if I did all this extra work in my second to last semester, it would
make my capstone project easier and thus save work in my final semester.
Another hypothetical example could be the promise of job interviews or offerings if
someone participated or did well. The closest we came to this was being offered (and everyone
who completed the challenge was offered) to become a part of the CFA Research Challenge
Resume book. However, I wasn’t so high on this motivator.
This idea takes me back to the introductory meeting at Hirtle Callaghan. At this time
there were a group of five students and Dr. Walker. The hosting equity investment company
gave a presentation about what they were all about and why they were hosting on that day. When
they concluded their presentation, they recommended for everyone in the audience to remember
the company and contact them in five or so years. They didn’t accept any entry level analysts.
This left a weird taste in my mouth and I talked with two other peers on the way home about the
presentation. They also found it weird that a college outreach program designed to find the future
best of the best would host their information meeting at a company actively shooing away these
future leaders. These two peers I had this discussion with ended up not competing, and while I
don’t think this discussion was a main reason for that choice, I don’t think it helped convince
them it was worth their time.
I think the challenge would get many more participants, and better ones at that, if some
kind of job opportunity was incorporated or even just hinted at in the process. The challenge
loses a lot of its appeal when you find out there is no real reward for competing. Instead of
thinking about all of the learning that goes on, you think about all of the effort and hours you
won’t be rewarded for.
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I figure the people who would be really good at this challenge are instead off networking
and finding a way to get into a job, instead of trying to win a competition. This thought was
formed from personal experience. One of those members who went to the initial information
meeting and dropped out has now secured a full-time position as an analyst at Barclays following
graduation. I do not regret taking the challenge and I truly learned a lot, but I can’t help but think
about what I could have done with all the extra time I would have had.
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Our Grades
My team’s report and final grades, along with some statistics on those grades can be
found at the end of this paper in the appendices. I’ll preface this section by talking about the
grading timeline. The final reports were due on January 18th. The finalists for our 18-school
sector were announced on January 28th. The finals presentation was reported to be on “Thursday
February 13th” despite February 13th being a Wednesday. The finalists were in fact announced on
January 28th at 6:37 p.m. In the email announcing finalists it was said that “We will share scores
and grading sheets from the graders with all the teams in the coming days.” The finals
presentation went as scheduled on Wednesday February 13th and the winner of the finals was
announced on Friday February 15th. We got our team’s graded rubrics on February 26th.
It took the CFA a maximum of ten days to grade our rubric. It then took CFA almost an
entire month to give us that rubric. My whole team was already upset with the handling of the
challenge and it only got worse as time went on. The finals event showed more
unprofessionalism from the CFA charter. Following that, all over the place scoring on our rubric
pushed us even farther.
If you look towards the appendix, there was a large discrepancy in grading, even in
individual sections, which lead to high ranges and high standard deviations. This is despite
CFA’s effort to make the grading as objective as possible by setting very detailed guidelines on
what to look for in each section.
After quickly looking at total scores, the Competitive Positioning and Industry Overview
sections were where I looked. I wanted to make sure that I didn’t let my team down. I would
have felt awful if my sections had significantly lower scores than our average score. I was part of
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an incredibly intelligent and hardworking team, due to my high perception of my peers, thinking
I was the one who messed up our chances crossed my mind.
When I looked at these scores I was mainly confused. For Industry Overview the team
received a four, a ten, and a three point eight. For Competitive Positioning we received an eight,
a ten, and a seven. I put an absolute immense amount of time into both of these sections, they felt
like my babies. Even though everyone in my team’s hands were in every section, these two
sections felt personal. I honestly skimmed through the comments because I was pretty upset,
there were many things I read but some comments will be hitting me for the first time while
writing this paper.
The next logical step was to look at the comments. I looked at the comments from rubric
one first. My two sections had an average score of six and this judge gave us our lowest total
score, so I was expecting lots of comments. These were the comments for the Industry Overview
and Competitive Positioning: “Alluded to but not explicitly stated, Not discussed, Not discussed,
Comment, Does not correctly identify competitors, Comment, Comment.”
I thought “wow this doesn’t really help me.” I also thought “wow he really just typed
‘comment’ for the things he gave full credit on? Nothing else?” I made sure to check the review
section on excel for additional thoughts beyond “comment” but there were none.
This reveal of the rubrics was also the first time we could explicitly see what the CFA
was grading for. We didn’t know we had to “discuss the positioning and strategy of ‘on-line
retail’…” or other such things until we saw the rubric. Of course, with all of our research into the
company and looking at past winners we were able to deduce what they were likely looking for
while we were writing the report, but there was no way to know for sure. In fact, for the Industry
Overview, the lower scoring of my two sections, I mainly did a Porter’s Five Forces Model. The
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idea to do this came from looking at past competitors. The winner of the entire competition a
couple years ago just used Porter’s Model in this section and obviously scored quite well. I guess
this time for judge one it was not good enough.
Next was the second rubric. This person gave our team its highest score and gave my two
sections perfect scores. So, I was not expecting too many comments, maybe a few “good jobs” or
small pointers on what to improve on.
The first comment was for the entirety of the Industry Overview: “For future reports,
please do a formal Industry Overview rather than doing it indirectly through your Porter work.
You captured most of the pieces but it is tougher to pick out for the inexperienced reader. That
being said, good information here - interesting positioning in the "substitute" section, where you
imply that FIVE is an "experience" akin to a day at a museum or park rather than a shopping
trip.”
This is what I initially expected out of a CFA grader. This is something Kutztown could
actually build upon in future years. A tip on how to improve, praise for doing something well,
and a final comment. I would tell future competitors to think about doing a formal Industry
Overview because now I know that’s what this grader wanted. However, if I had just looked at
the first judge’s comments, I wouldn’t be able to say anything. Judge two’s last sentence is really
nice too, he recognized my team’s thought process on what we thought Five Below was, even if
it was a more “out there” thought.
For the Competitive Positioning he just wrote “Full credit as this was a very good
discussion.” Now this didn’t tell me too much, but I wasn’t expecting much of an explanation as
he gave a perfect score for this section. This comment was still enjoyable to read though, even
past the obvious reasons. This complete sentence signaled to me that this person took me and my
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team seriously, that he took his time reading over our report and giving us comments, that he
didn’t just rush through it. I did not feel this way reading through the first judge’s comments,
some of which were literally “comment.”
Onto judge three’s rubric. This judge gave our team our middle score. However, between
Competitive Positioning and Industry Overview they scored the lowest. This is the person who
upset me the most. And they did so in a way where they were clearly trying to be nice and
positive towards those sections and me.
I’ll start with their comments on the Competitive Positioning: “Nice discussion on
Porter's five forces. Overall very thorough, but looking for description of high velocity strategy
and "power centers" locations.”
These were actually decent comments. There is not a lot in them considering he gave a
70% on this section but I can work with them, he actually gave a tip for improvement. One
interesting thing is the compliment on Porter’s Model. Judge number two actually recommended
using a different discussion method in the future, but this person liked it. For a contest where
they are clearly going for objectivity in scoring, which I will talk about more soon, how could I
get mixed opinions like this? It’s hard for me to know what to tell future competitors, should
they use Porter’s Model or not? One thing that I realized while writing is that this comment is in
the Competitive Positing segment, when Porter’s Model is actually in the Industry Overview
section of the paper. This is again signaling to me that maybe the judges did not thoroughly
review our paper or the comments they submitted.
Now for my most notorious comment, the last thing I looked at before I stopped looking,
what was supposed to be a positive comment that really ticked me off; it’s for the Industry
Overview. The following are all the comments for that section: “Nice job thinking through peer
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companies. While you definitely mentioned dollar stores as competitors, you ultimately chose
different companies from a product perspective as FIVE's peer group. No points were awarded
for this element as it does not match our determined category, but your independent thinking is
applauded and encouraged. Comment. Comment. We concluded that online competition in this
category is muted as average ticket prices are low, and shipping costs relative to spending are
high. ie does it make sense to pay $8 for shipping $15 worth of goods? Consumers in this space
likely to visit bricks and morter [sic] to stretch value dollars on low ticket items.”
First off is more “comment” comments. How am I supposed to learn from that?
Especially in this case where one section that he wrote “comment” for, we got full points, and
the other we got zero. Next is the spelling error. Coming into the competition I had a high
perspective of CFAs because I knew how hard it was to become one and how few there were.
Now I don’t expect them to be robots and never make a mistake, but this is an official grading
rubric, if we had had any spelling mistakes in our report we would have been torn apart on the
rubric. This also wasn’t the only spelling mistake from the judges, again indicating a nonthorough review of our paper and their grades, but it still wasn’t the part that annoyed me the
most.

“No points were awarded for this element as it does not
match our determined category, but your independent thinking is
applauded and encouraged.”
Really? Our independent thinking is applauded and encouraged? That is very clearly not
the case when zero points are awarded for the category. I ranted to my team in our group chat
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about this specific point, which again was supposed to be positive, until I decided I was done
looking at the results.
This brings me back to the objective grading point I have been talking about. Based on
the criteria of the rubric and how points are awarded it is clear the judges were mainly looking to
see if groups had certain ideas in certain sections. There aren’t even any explicit areas on the
rubric allocated for how well everything is written. One example of a criteria for the paper was:
“Identify that FIVE participates in the "Dollar Store" retail category.” That criterion was worth
two points in the Industry Overview section. Based on the rubric, I could have written in the
report “Five Below is in the Dollar Store retail category” with no additional details or reasoning,
but because that’s what CFA wants and that’s what CFA says Five Below is, the team would
have gotten full points.
This criterion is actually the section where judge three’s comment comes from. My group
had a different idea on Five Below. Our initial thought for competitors was Dollar Stores, it’s an
easy connection to make as they both offer cheap products. However, the more research we did
the more we decided that was actually not the case. This research, including lots of chart reading,
internet Googling, and searching on the Bloomberg Terminal, told us something else. We
thought Five Below’s competitors weren’t other Dollar Stores, but actually other specialty stores.
We explained this extensively throughout the paper but because CFA thought differently, based
on the rubric we should have gotten zero points in that section from every judge. If this had
happened my team and I would have been mad. We would have thought “how could the CFA be
so closed-minded on alternate ideas?” After all, stock valuation is a creative process, if you could
mathematically and systematically get the implicit value of a stock, entire industries would go
out of business.
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However, if the CFA had done this, they would have at least been consistent. I would
have realized that they were going for objectivity and even though I think it does injustice to the
financial industry, I could have at least seen where they were coming from. The CFA judges
were not consistent.
For this 2.5 point portion of the final grade, which was just checking if my group had this
specific thought in our paper, we received a 1.5, a 2.5, and a 0.
Not only were the judges in this competition inconsistent (and mostly negative) on
rewarding us for thinking differently and explaining our thoughts, they weren’t consistent on
even the most basic scores. Remember that I have only been over two sections of the rubric, and
those sections produced some complete opposite comments and grading. This inconsistency was
unfortunately prevalent to the remaining six sections as well.
I finished the CFA Research Challenge with a more negative view of the CFA distinction
than when I started. That is not supposed to happen, especially during a challenge designed for
college outreach. The society is making its potential customers disgruntled, losing potential
revenues and reputation. The scoring and judging of this competition need to be looked at again
and reassessed.

35

CFA Unprofessionalism
Unfortunately, the grading of rubrics wasn’t the only thing I disliked with this year’s
competition; CFA’s professionalism also played a part on my perception. This unprofessionalism
started early, kept getting added onto, and was prevalent at even the most important parts of the
competition.
First are the typos and wrong dates. Again, I don’t expect CFAs to be robots who never
make mistakes, but in official timelines and emails I do expect them to spell things correctly and
give out the right dates. Over the competition I received numerous emails with small typos and
some others with inconsistent dates. The inconsistent dates caused confusion within my team
about when the final event was and when we would get our report back.
I’ve already talked about wait times earlier, so I will skip that in this section and go into
the big problems. These happened during the finals in Philadelphia. My team went to observe the
four finalists give their presentations to a panel of judges. Keep in mind that at this point my
team had not received their scores yet, and neither had any other team.
My team ended up being the only one to come just to watch. The four other teams were
there to compete and were therefore stressed, practicing in their minds, and not really paying
attention to what was going on. But we were. It is important to note that each team presents to
the judges anonymously, instead of announcing what school they were from they were given a
Greek letter to identify themselves. My team sat down and watched the screen that was being
projected onto while the other teams were milling around in the back. A CFA member was
setting up the presentations and was broadcasting his computer for all to see. During this time,
the scores of the four teams were shown on the projector for long enough that my team
memorized the high and the low scores and which teams were in which place. Following this, the
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four team’s names were shown alongside their corresponding secret Greek letter identity. This
slide completely compromised the anonymity of the presentations, I knew who was presenting
every time because I remembered the information of that slide.
This is a bombshell on the integrity of this contest. My team, along with our CFA
advisor, all saw both slides, and were all astounded. The carelessness that caused this to happen
is baffling. There was real potential for favorable scoring based on which team was presenting.
CFA’s saving grace here is that I don’t think the judges were looking and saw either slide, but
that being even a remote possibility is too much for me.
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What your timeline should look like
Despite all of my negative comments regarding the competition I still thought it was
worthwhile. I am hoping that in the future, Kutztown continues to participate. One of my main
goals for this paper was to give future competing groups some place to start. My team was the
second ever from Kutztown, and it was a lengthy process figuring out what to do. From learning
what we actually had to do, to figuring out how to spend our limited time with advisors, to
figuring out what the report was supposed to look like, it was all a struggle. I hope the following
will reduce that struggle in future years.
First, if you are accepting this research challenge you must know that it is a lot of work
without a lot of tangible reward. Think triple digits for hours, spread over roughly two months,
and that’s if you don’t make it to the regional presentation. If this sounds off-putting to you, then
you are probably not alone. What I will say is that it was worth it for me, a marketing and
finance major without an internship, because it helped me figure out that finance was the field I
wanted to go into. You should think about the benefits you could potentially get for taking the
challenge, the CFA Society won’t give you any, but there likely are some. Self-fulfillment, extra
learning in a non-classroom setting, faculty praise, the potential to leave a legacy at Kutztown,
and forming a tight bond with other business students are all benefits I thought of just off of the
top of my head. The challenge can also reduce the amount of work you need to do in AIM and
could likely count as your Honors Capstone (like mine) if you are in the Honors Program.
I’ll assume from now on that you are locked into the challenge and that you just want tips
on how to do better than my team did. Once you know which people will be in your team (this
will be after you find out which company you are valuing) you should set aside about two hours
(I recommend in a room in the library) to meet, write out your initial thoughts, and develop a
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plan. Have a lengthy discussion on the company, if you have a unique perspective or opinion
share it! In my case there was a Five Below in my town that shutdown after rent was increased in
my local shopping center. This anecdote helped my team form an opinion that we might not have
had otherwise. Your team should come up with an initial “buy,” “hold,” or “sell” rating on the
company. Make sure your team is in agreement, but remember this initial thought does not have
to be your final rating, stay flexible!
During this initial meeting everyone should pull up the rubric. This will have eight
categories that need to be included in the report. I recommend you split up most of these
categories, have everyone take a roughly equal amount of points in categories they think they
will do well in. I also recommend doing the Valuation as a group and towards the end. In my
case I took on the Competitive Positioning, Industry Overview, and a portion of the risks.
At this point you still probably don’t know what you’re supposed to do. This is the time
to pull up past winners’ reports which can be found on the CFA website. This will give you a
good idea about formatting but also what each section should contain. Look through the headers
until you find your section and just look at what the reports have written down. You don’t have
to have the exact same things in your sections, but it is a good baseline.
Next, you want to establish a clear timeline on when things should be completed. This
can include dates when individual sections should be due, when you want to start the valuation,
when you want your advisors to review the paper, and many more things. Make sure that
everyone knows the due dates. On top of this I recommend having someone be in charge. It
doesn’t matter who it is, but make sure one person will keep everyone accountable. This person
may also want to start the GoogleDocs, send out the team emails, and be the lead communicator
with advisors.
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So, your first meeting is done, now what? Get started on your individual portions! You
should know the general tone your team is going with based on a “buy,” “hold,” or “sell” rating;
and you should know what your section generally looks like. Take two weeks after the first
meeting to individually work on things. After these two weeks, I recommend weekly meetings
with the team to work as update sessions. This first update session is key as you will likely have
a slightly different opinion on the company than your first meeting due to your research. Again,
have a long discussion on your thoughts on the company. Your team then might want to switch
from a “buy” to a “hold” and that is completely fine. Just make sure that that change in rating is
reflected in the tone of your writing.
Also, in this first update session you should update people! Let your team know what
information you have found. Some portions are interconnected (competitors should be uniform
throughout the paper and comes up in multiple sections) so make sure everyone knows what is
going on. It is NOT essential that you are on the same page at this point. There is still plenty of
time in the challenge, just make sure your thoughts are heard. This goes into a major point that I
have: always have someone play devil’s advocate. If everyone agrees on a major point without
any debate, there’s something wrong. Make sure you look at things from all sides, because the
judges definitely will.
After this first update session continue to individually work on your portions and try to
meet as a group at least once a week. This keeps everyone on the same page and allows for some
peer critique on individual portions. You can then have weekly meetings until the report is due
with more or lengthier meetings when the due date gets closer.
One more aspect of the challenge that can feel hard to get right is using mentor and
advisor time. You only have so many hours to get the opinions from the professionals on your
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team, so you must use them efficiently. The easy way to pick when to talk to your advisors is to
just talk to them when you’re stuck on something. In my team’s case, we looked for advice at the
very beginning on where to start, and then at the very end for the valuation because that was
worth a lot of points. I think this was a good choice for my team and could very well work for
yours as well.
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Tips from My Experience
Now you have a general timeline on how your work and research should go. The next
things to consider are about how to get the most points. An easy starting point, as stated before,
is to look at reports from past winners. I would also recommend looking at our report and then
the judge’s comments. One thing the judges told us was to incorporate the Cash Flow Statement.
The Income Statement and Balance Sheet are likely more ingrained in your brain, but the Cash
Flow Statement can give extra pertinent information. It should be included, probably in the
appendices, but also in the form of information throughout the report.
When looking at my team’s report you should do more research than we did on risks. It is
an important and graded section of the paper and it will also show up in the DCF valuation by
the way of WACC. You will likely have the opportunity to speak with a representative of the
company you are valuing. Straight up ask them what the biggest risks to their company are. This
will give you an idea about what to write about and help you to home in on the biggest aspect of
the WACC calculation straight from a primary source. This section should not be an
afterthought, but instead a key portion of the report.
Speaking of Valuation, the judges had a lot to say about that section. My team did a DCF
with sensitivity analysis and a MultiplesAanalysis and weighted them to come up with a final
implicit share price. I would recommend doing these same exact valuations. However, picking
the correct multiples is important. Peg and Price to book ratio are usually good, so are the
multiples we used, but make sure you have a measure that matters to the industry. For example,
we should have used a price to sales ratio as Five Below is a retail store. When you come up with
your implicit share value, you should also use the same measures to come up with implicit values
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of competitors. This can help you get a feel if your number is accurate and help demonstrate if
the company is actually over, under, or adequately valued.
One thing that I would not have thought of including, but all of the finalists of the
Philadelphia competition did, was a Monte Carlo simulation. If all the winners had one, I think
it’s safe to bet the judges like them. The simulation acts as a predictor and can help graphically
show different possibilities and their likelihood. It can be completed on excel and if you need
help, I think it would be right up Dr. Sun’s alley.
There was another aspect that all finalists had that my team did not, a risk index or matrix
inside the report. This pairs with spending more time on the risk section. Not only should you
state the risks to the company, you should categorize them by likelihood and impact, and then
chart that matrix. This shows a fuller understanding of risks and gives you more credibility in
changing the WACC.
On the presentation
At the finals I saw four presentations and roughly sixteen presenters and there were very
obvious differences in the good ones and the bad ones.
First, it is important to know how the presentations are set up. Your team will be set up
on an elevated stage and you will have a small screen on your left where your presentation will
be projected. There is some potential for looking off of the PowerPoint to remember what to say,
but not much, so make sure you have practiced. Also, the screen is rather small, so with the
PowerPoint less is more.
Everyone on the team should talk, so there needs to be transitions. I’d almost say no
teams did this well at the finals. You should do more than just handing off the clicker to one
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another, but your transitions can’t be clunky and over-rehearsed. A quick “thanks for that Kevin,
now I will talk about the valuation” would be perfect.
My next two tips seem very obvious, but the presenters had a tough time with them
anyway. First is eye contact. You can’t look at the slides the whole time and you should
especially not look at the floor while talking (like some of the presenters did). Instead, you must
appear confident and be able to look the judges in the eye when you are presenting to them. The
second quick tip is body language. This is a high-pressure presentation and because of that a lot
of the presenters were extremely stiff. Make sure you have a semi-relaxed pose while you are
talking. This exudes confidence and will ensure you are comfortable while you are talking.
A final tip for the presentations is to be prepared for questions. You are given ten minutes
for the PowerPoint and then ten minutes to answer questions. In my case each judge asked each
team one question, so about four total. One was about their financial analysis, one was about the
process of picking the valuation, was one about competitors, and the final changed based on the
team. Each member of the team should be well versed on the entire report, but it is smart to have
each person be an “expert” on certain sections. When answering questions, I also recommend
stepping forward to signal to your team and the judges that you are answering that question. Step
back of course when you are finished.
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Closing Thoughts
The CFA Research Challenge was a unique experience that I am grateful to have
participated in. Not everything was always rosy, it took a lot of my time and I didn’t get anything
palpable from it, but it was still worthwhile.
I better know now that I want to pursue positions in the financial industry. I have honed
my technical skills that I will eventually be using on the job. The challenge gave me great
opportunities to network within the CFA charter, alongside other financial professionals, and
amongst my fellow students. Finally, the challenge has helped me realize my affinity for my
school. I wanted to do well for many reasons and making my school proud was high on the list.
To the future competitors reading this: I am confident that with the help of this report and
a better relationship with CFA advisors, over time Kutztown will be a force to be reckoned with.
Please do me proud and do what my team couldn’t. Good luck.
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Five Below, Inc.
NasdaqGS: FIVE

Sector:

Consumer Discretionary

Valuation as of January 11, 2019

Industry:

Specialty Retail

Recommendation

Founded in 2002 by Tom Vellios and David Schlessinger in the Greater
Philadelphia area, Five Below went public in 2012 and is a specialty retailer
focusing on “trend-right” products all priced within a range of $5 or below.

HOLD
Current Price (as of 01/11/2019)

$117.57

Target Price

$123.57

Upside

5.10%

INVESTMENT SUMMARY
We issue a HOLD recommendation on Five Below with a target price of $123.57, presenting a fair-valued
price with an upside of 5.10% on the closing price of $117.57 on January 11, 2019. Our target price calculation
is based on a 60%/40% blend of a Multiples Approach model and a Discounted Cash Flow model. Our
recommendation is founded on the following key pillars: (1) continued growth driven by new store sales, (2)
unique competitive positioning within the market, and (3) a strong balance sheet.
High growth strategy. Five Below will continue to enjoy high growth, primarily driven by their prioritization of
increasing their store count in new and existing markets. In the span of five years, Five Below has opened 446
stores, expanded its brand into 14 more states, and increased the average size of their stores from 7,500 to
8,000 sq. ft. Over the same time frame, Five Below has achieved a revenue CAGR of ~19% while their YoY sales
growth has declined and now fluctuates around 25%. However, Five Below has the ability to spot developing
trends and use their network of vendors to get these products to market quickly. While the company is
positioning themselves for continued growth nationwide, the opening of their newest distribution center
slated for Spring of 2019, and an active search for a suitable location in the Southwest, it can be expected that
Five Below’s ~25% growth will continue through 2021.
Competitive Positioning. In the Specialty Retail industry, it is important to have an identity that consumers can
recognize. Five Below has done this within the “value” niche of stores. To branch off of this niche, Five Below
offers a unique and fun store experience that targets impressionable minds with discretionary income. Five
Below also expertly uses social media, sponsorships, and other forms of advertising to reach their target
audience. Five Below stores are almost always placed in high population areas within shopping centers. They
are also more often than not a second or third stop in a shopping spree, not the first. Five Below’s brand is
spreading with the store’s continued expansion, but it is unclear if this will continue considering the lackluster
online sales possibilities and its rural stores challenge.
Balance Sheet. Five Below has not taken on any long-term or short-term debt. The company completely
finances its operations through internally generated cash flow and equity. With Five Below’s very short newstore payback period, it has a sufficient cash flow to meet its growth plans and general obligations. Five Below’s
lack of debt gives the company greater balance sheet flexibility, should the need for additional cash arise. As a
growing company, Five Below may have unforeseen opportunities or disruptions, thus having excess balance
sheet capacity should prevent them from a forced equity issuance or other non-accretive cash raises.
CURRENT HIGHLIGHTS
New Distribution Center Planned to Open in Georgia. During 2018, Five Below completed a lease agreement
on a 700,000 sq. ft. distribution center (DC). This new DC will help Five Below better supply the region as it has
seen increased new store growth in recent years.
Flagship Store Opens on Fifth Avenue. Five Below recently opened a store located on Fifth Avenue in
Manhattan, their first store in the New York City borough. Fifth Avenue has long been regarded as one of the
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most elegant and expensive shopping streets in the world. Although Five Below is already known for highquality, inexpensive products, this will surely increase their brand awareness.
BUSINESS DESCRIPTION
Summary. Five Below, according to the Global Industry Classification Standard (GICS), is a Specialty Retailer
within the Consumer Discretionary sector, with its headquarters based in Philadelphia, Pennsylvania. The
company acquires and sells a wide range of high-quality merchandise primarily targeting pre-teen and teenage
customers, all at a price of $5 or less. Before becoming a public company in 2012, it was privately held since its
founding in October of 2002. In the last 16 years, Five Below has expanded from the Greater Philadelphia area
to the Northeast, South, Midwest, and Western regions of the United States. As of February 3, 2018, the
company employs approximately 12,100 employees, an increase of 27.4% from the previous year. These
employees are spread across their ever-increasing number of stores (currently 745) and two distribution
centers, according to their latest quarterly filing. Each store operates within approximately 8,000 sq. ft. and
their distribution centers are situated in the Northeast and Southern regions of the United States.
Geographic and Business Segments. The company serves its customers across 33 states within the United
States and has plans to move into new markets as opportunities arise. After opening their first store in the
Greater Philadelphia area in 2002, they have since expanded in all directions. At the time of their IPO, Five
Below had been operating 244 stores across 18 states with 52 of stores being in their home state of
Pennsylvania. By the next year, they had opened 17 stores in Texas and continued their aggressive expansion
in the state to the present day. Currently, Five Below has 71 stores in Texas; their second highest store count
being 61 in Pennsylvania, as of their latest 10K. The company made their move into California during 2017 with
the opening of 15 stores, and just recently opened stores in Arkansas. Most recently, the company opened a
flagship store on Fifth Avenue in Manhattan, their first store in the borough. Five Below’s growth has been
directly driven by their aggressive new store expansion, as they have been opening roughly 20% more stores
per year since their IPO and have plans to continue growing rapidly through 2020. Five Below separates their
products into three segments when reporting sales. Products the company classifies as “leisure” have
accounted for 51% of their revenue year-to-date, while “party and snack” and “fashion and home” have
generated 19% and 30%, respectively. Five Below’s three product segments can further be separated into eight
categories that make up their product mix.
Products. The large variety of products offered at Five Below stores represents the company’s efforts to create
a unique shopping experience. It is not uncommon that a customer comes to Five Below with one product in
mind and leaves with a few that have caught their eye while browsing the store’s floor. The company
categorizes their products into eight separate categories: Style, Room, Sports, Tech, Create, Party, Candy, and
Now. Style consists primarily of various fashion accessories and beauty offerings, such as novelty socks,
sunglasses, nail polish, and branded cosmetics. Room consists of offerings to personalize and decorate the
customer’s living space. This includes items such as lamps, posters, plush items, and storage items. Sports offers
an assortment of sports balls and team merchandise, as well as small gym equipment. This category may also
change based on the sports season during the year. Tech consists of accessories for electronic devices, as well
as video games and DVDs. Create offers an assortment of craft supplies and activity kits, as well as trendy
school accessories such as backpacks, novelty pens, and locker accessories. Party consists of decorations,
greeting cards, gag gifts, and general party goods. Candy offers branded items, as well as classic and novelty
candy in a wide variety of sizes. The stores also offer chilled drinks to customers via coolers. Now consists of
seasonally-specific items, such as items for Christmas, Halloween, and St. Patrick’s Day. This category also
encompasses trend-right products that Five Below believe their customers will be inclined to purchase. Now is
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an important category for Five Below, as many of their customers come to the store for the first time in search
of what is trending; thus, it is important that the company stays on top of popular culture.
Network. While Five Below have products for all ages, its main consumers fall within the pre-teen and teenage
demographic. The company believes that their target consumer’s income is nearly all disposable and that a
considerable amount of it can be spent at their store. Five Below also attracts older demographics, such as
adults and parents of children who are looking for quality goods at bargain prices. The company creates a
lasting relationship with their customers by building a unique store and engaging shopping atmosphere. The
easy-to-navigate floor layout of the stores encourages hands-on interaction with products. Additionally, the
price point of $5 or below creates a value proposition to the target customers. These price points allow the
pre-teen and teen consumers to shop “independently.” Five Below sources their products through
approximately 800 vendors, with 65% of them being domestic. Although they regularly purchase their core
merchandise in accordance to their key categories, they also use an “opportunistic” buying strategy where they
capitalize on excess inventory opportunities and buy “complementary” merchandise based on consumer
trends, product availability, and favorable economic terms. Five Below utilizes their relationships with vendors
and achieves shorter response times as well as maximizes their speed to market. This means they are acquiring
merchandise more efficiently and this inventory is spending less time in storage instead of incurring extra costs.
As Five Below increases their store count, expanding economies of scale, they can leverage their increase in
average net sales per store to attain more favorable variable costs. These factors have a direct effect on COGS
and ultimately help to increase Five Below’s sales margins. Five Below distributes over 85% of merchandise
from their DCs in Pedricktown, NJ and Olive Branch, MS. The company has a third DC in the works, operating
in Georgia, that is expected to be functional by Spring of 2019. The rest of the merchandise is shipped directly
from the vendor to the store. Occasionally, third-party warehousing will be utilized to house merchandise. As
Five Below expands its store base further west, more DCs will be required in order to ensure efficiency in their
supply chain. Five Below expects to open a Southwest DC in 2020, which will further help their growth
westward and assist in supplying their growing number of stores in Texas and surrounding states.
Market Strategy. Five Below outlined various priorities for the fiscal year 2018 ending February 2, 2019. The
company has stated that new store growth will continue to be the largest driver of revenue growth. Five Below
has reported that at the start of the fiscal year 2018 there were 625 stores across 32 states. The company
planned to open approximately 125 stores. As of December 6, 2018, Five Below has completed their store
openings for the fiscal year and currently has approximately 750 stores in 33 states. Net sales for Q4 are
expected to be between $593 million to $600 million, an increase of approximately 22%; net income is
expected to come in at approximately $87.5 million. Likewise, comparable store sales are expected to increase
approximately 3-4% in Q4. Five Below has also raised their sales guidance for the full fiscal year 2018 from
between $1.495 billion and $1.510 billion to a range of $1.550 billion to $1.557 billion. Similarly, the company
has raised their net income outlook from between $132.7 million and $136.6 million to a range of $146.9
million to $148.9 million. As the company currently has no plans to take on any debt or issue equity, growth is
dependent on internally generated cash flow and new store growth. Five Below’s management has made no
indication of paying a cash dividend in the foreseeable future.
INDUSTRY OVERVIEW
Overview. We used Porter’s Five Forces model to analyze strengths and weaknesses in the specialty retail
industry. This analysis helped sculpt our recommendation of HOLD for Five Below. Key points of this model
include: significant threat from new entrants, substitutes, and rivals; strong bargaining power for Five Below;
and the potential to capitalize on geographical and technological drivers.
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New entrants. The threat of new entrants is high for Five Below. Establishing a retail presence does not require
significant capital or proprietary information. Also, Five Below mostly sells very common products. Five Below’s
strategy is to focus on a fun shopping experience rather than unique goods. Although, this store experience
does not seem very difficult to duplicate. This leads to the possibility of new competitors encroaching on Five
Below’s current and future territory. However, economies of scale allow Five Below to price products at a lower
price than a completely new entrant. This, along with its current brand awareness, gives Five Below some
protection towards new entrants.
Substitutes. It is hard to determine substitutes for Five Below, as most similar offerings are by direct rivals. Five
Below is essentially selling a good time and cheap time fillers. Therefore, substitutes could include going to a
park, museum, or fair. These are numerous and free, which makes substitutes a palpable threat to Five Below.
The broader economy can greatly influence Five Below and these substitutes. If there were rises in
unemployment, inflation, or energy prices, households could look for cheaper entertainment. This could give
Five Below an enormous opportunity for revenue. On the other side, if household income increased, families
could then turn to more expensive alternatives, such as amusement parks.
Direct Rivals. There are numerous direct rivals to Five Below. All dollar stores could be direct rivals to Five
Below. Walmart also promotes the “value” concept to consumers. Bed Bath and Beyond and Learning Express
could also count as direct rivals to Five Below. However, the competitors we have specifically outlined to focus
on for Five Below are Ulta, Hibbett Sports, Build-A-Bear and Michael's. These stores cover a large and diverse
portion of the specialty retail section and provide a tangible threat to Five Below. Beside these stores, Ollie’s
Bargain Outlet, At Home Group, and Duluth Holdings Inc., were all used to assist in the Multiples Approach
analysis of Five Below.
Bargaining Power of Buyers. This metric appears to be fairly low. In the specialty retail industry, buyers do not
buy in large quantities and profit margins are high. This is good news for Five Below as each individual consumer
matters less than they would at a typical store. However, if the entire business model was changed (e.g. Ten
Below), the bargaining power of buyers could be affected. We think this potential business model change
would result in just a small effect, if any at all, in this category.
Bargaining Power of Suppliers. Five Below has a large number of suppliers. This is a huge benefit for Five Below
as a bargaining tool. Five Below can demand a product be made for a low price, and if a supplier cannot do this,
Five Below can go elsewhere for the product. The number of suppliers also helps to mitigate risks. If one
supplier went bankrupt or came into legal trouble, Five Below could withstand the adverse effects by changing
to another supplier. Most of Five Below’s suppliers are no-name brands which further helps Five Below’s
bargaining power. However, Five Below utilizes several visible brand names that likely command more power,
such as Disney and Kylie Jenner. These brands bring in customers and could command a bigger cut of profits
from Five Below.
Technological / Geographical Drivers. As retail sales migrated to ecommerce, tech retail giants like Best Buy
became demo rooms for Amazon. This should not affect Five Below as consumers should not have to test out
any of their products before they buy. Rarely would anyone go into a Five Below store, pick up an item, and
then proceed to buy it online. This is a strong advantage for Five Below. Five Below understands that foot traffic
is essential and typically results in store sales. Lots of work was put into designing Five Below to look as enticing
as possible to a passerby. Five Below faces challenges with adapting to rural areas, as their business model is
to put stores in high traffic areas surrounded by other stores. This has a huge impact on the value of the
company, as Five Below’s growth is its greatest strength right now. This challenge should be at the forefront of
Five Below’s executive team as something to overcome and it seems like it is. However, even with much effort,
it is unclear if this can be overcome. Another challenge Five Below is facing is pressure to start accepting more

51

forms of payment. Venmo, Apple Pay, and PayPal are all trendy and used by millennials in place of credit or
debit cards. Having the technology to accept these payments could set them apart. One more technological
driver Five Below must adapt to is new forms of advertising. With Five Below’s target audience being tweens,
a mastery of YouTube and Social Media advertising must be achieved. This is something Five Below does well.
Searching “Five Below” on YouTube results in YouTube pulling up many positive reviews as well as challenges
that are well-received. Also, Five Below’s social media channels have large amounts of fans and fan interaction.
COMPETITIVE POSITIONING
Overview. For Five Below’s competitive positioning, we thought it would be best to analyze what Five Below
thinks their competitive advantages are and where their differentiation comes from. They have five main
growth factors listed on their website which we have delved into. There are positives and negatives to each
factor. Along with these drivers, we analyzed the potential for more store growth to continue.
Tween and Teen Focus. This group of the population is highly impressionable, and all of their income is
disposable. However, often times they do not have a lot of income. This group is continuously evolving and
targeting such a small group results in no long-term recurring customers. Although, if Five Below can stay
relevant for long enough, initial target audiences can grow old enough to have kids that fit into the current
target audience. These adults could recall fond memories of the store and end up planning a trip with their
children, thus resulting in more consumers. Teens are susceptible to impulse purchases, which is what most
Five Below products could be categorized as. Five Below has a very narrow target market, which limits the
number of potential customers. Although, Five Below also targets Gen X as the adults to bring their children to
stores. One weakness Five Below has with its target audience is it has a less streamlined website than Amazon
with higher shipping costs, which takes away from impulse purchases. For example–teen sees Five Below
commercial–if there is a local store they may not want to go, and they will likely not go to the website. Five
Below has positioned itself as a good second-stop store. As younger kids are dragged along to errands, Five
Below can be the treat at the end.
Handpicked, Trend-Right, Wow Products. The highest driver of sales for Five Below is whatever trend is hot
that year. The fidget spinner craze carried Five Below last year in an unexpected way. Generally, new trends
emerge somewhat unexpectedly, which results in the possibility of unforeseen positive revenue. The focus on
trend products is appropriate given the target market, who are highly impressionable. Big personalities, such
as celebrities or athletes, can be effective in beginning a new, profitable trend. These trends can encourage
consumers, who may be interested in the new product, to get into the store and buy other items. When the
researched products are hand-picked, it makes a product less likely to flop. Even if the product does not sell as
expected, the marginal cost is low enough to justify the risk. This growth factor is negatively impacted by the
cost for constant market research. Also, there is the potential for paying influencers to get to a larger audience.
This is something that Five Below currently does. In the past, Five Below has hired both Emma Chamberlain,
who is a “YouTuber” with 6 million subscribers to her content, and Jacob Sartorius, who is a young singer with
9 million twitter followers. These two influencers chose objects in the Five Below store that they enjoyed the
most and posted videos about them. Then, Five Below turned those favorited objects into its own section and
used a cutout of the respective influencer to market those products in each store. The influencers also posted
on social media about the partnership. These partnerships show that Five Below’s executives have a strong
understanding of advertising and how to reach Five Below’s target market.
Exceptional Value Five Dollars and Below. Being able to promote the maximum cost of $5 is a big seller and
aids to the impulse buy decision. It is questionable to us whether products are seen as “high value” as stated
or just the cheap option in consumers’ minds. This growth factor is susceptible to future risks, such as minimum
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wage increases and competition from cheaper stores. If the store ever goes above $5, there is the potential for
a large backlash from consumers and a full rebranding would need to occur.
Disciplined High Growth. A twenty percent YoY new store growth rate is phenomenal. Also, net sales,
operating income, EPS, and net income are growing well. Having only penetrated 33 states, future growth
potential appears robust while there are many states without a single store, these states are likely last for a
reason. Five Below’s stores work best in urban environments with dense populations. The remaining states are
mostly in the Midwest, which is more rural. However, Five Below management says to have successfully tested
pop-up rural stores in the past. Other similar “high value” stores, such as Dollar General, who have been around
longer have not made it to all states. This could be for a reason. Also, such high growth is likely not sustainable
for much longer. If growth declines unexpectedly, missing expectations, Five Below’s stock could plummet.
Fun, Differentiated Shopping Experience. As for foot traffic, 55% of the time Five Below is not the first stop
during a shopping spree. This is why most locations are put in areas with high populations, large stores, and,
thus, a lot of foot traffic. Five Below seems to advertise well and uses eye-catching graphics, fonts, and bright
colors. Also, renovations are in the process for current stores which could make for an even more enticing
storefront. It is important for Five Below that these renovations translate into a high purchase percentage for
consumers who enter the store, as well as a high dollar amount for average purchases.
Still More Room to Grow. There has been approximately 20% per year total store growth over the past seven
years. Despite this impressive number, there remains 15 continental states without a single store. Thus far,
Five Below has experienced little resistance securing new retail space. Due to the short payback period for new
stores, expanding into new markets is particularly alluring. Also, new stores contribute to brand awareness
which can help boost sales nationally. As Five Below continues to grow, it may run out of metropolitan areas
to expand to. This could make their growth slow down by a significant margin. However, Five Below is testing
out more rural stores and has reported success. If Five Below can figure out the recipe for a successful rural
specialty retail store, they could have stores in locations where no other competitors have succeeded before.
FINANCIAL ANALYSIS
Revenue Growth. Five Below has achieved an impressive 5-year revenue CAGR of 19.02% for the period of
2014 to 2018. Indeed, the company has experienced consistent increases in its sales every year since going
public in 2012. In 2017, they surpassed $1 billion in sales. In contrast, Five Below’s YoY sales growth has slowed
down (Appendix 3). They initially had high YoY sales growth for 2012 and 2013 of 51% and 41%, respectively.
However, since 2014, their YoY sales growth has remained around 25%. Their largest YoY sales growth occurred
in 2012 at 51%, when the company went public. Their YoY sales growth also spiked in 2018 to 28% due to their
success with the sale of fidget spinners. We expect Five Below’s projected sales growth to average 25% from
2018 through 2021. We are not concerned by this fact, however, as Five Below will follow the same trend in
top-line growth as both its industry (retailing) and its sector (consumer discretionary) (Appendix 4). The
company is projected to significantly outperform both. There is the possibility of an unforeseeable spike in
sales should the company successfully identify and sell another trend product as previously occurred with the
fidget spinners.
Cost Control. In 2017, COGS represented 64% of revenue, followed by SG&A expenses, which represented 21%
of revenue. This is consistent with competitors (Appendix 6). However, the continued trade war with China has
been a cause of concern for investors, as 25% of Five Below’s products will be affected if the tariffs in January
are implemented. Five Below will look to source from other countries as well as do a pricing analysis on cheaper
products in their stores to see which products’ prices can be raised. Five Below does not hold long-term
relationships with their suppliers and, thus, the logistics of contracting new vendors to supply products will not
have much of an impact. The more prominent concern is that these vendors will not have as competitive rates
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and, thus, COGS will increase. An increase in COGS will also have a negative effect on the profit margin and
net income. However, an increase in COGS will also lower the marginal tax rate as operating income is lower.
We have accounted for this possibility in our valuation. The second largest expense for Five Below is their SG&A
expenses. According to the company’s 2017 annual report, SG&A expenses as a percentage of net sales are
usually higher in lower sales volume quarters and lower in higher sales volume quarters. As the company
continues to grow and expand, the SG&A expenses have decreased as a percentage of revenue; however, as
shown in Appendix 5, this decrease has become stagnant. We estimate that, if Five Below continues to increase
revenues, the SG&A expenses will remain constant at roughly 22% of revenues.
Operating Expenses. Five Below has two operating expenses: SG&A expense and depreciation/amortization.
In 2017, their SG&A expense totaled $216.5 million and depreciation/amortization totaled $26.6 million. Their
total operating expenses for 2017 was $243.1 million. Five Below’s expenditure on SG&A continues to be its
largest operating expense since the company continues to open more stores every year which, in turn,
increases its store-related expenses, such as rent, utilities and insurance. A firm can increase its profits by
utilizing its operating expenses more efficiently and, thus, enjoy the benefits of economies of scale. Five Below
has not yet fully begun to enjoy the benefits of economies of scale. This can be seen when considering their
operating expenses as a percent of their sales (Appendix 7). Five Below’s operating expenses have not
decreased significantly as a percent of sales and have averaged 24.96% for the period of 2012 to 2017. Based
on this fact, Five Below has not achieved any savings in costs due to its growth strategy to continue to expand
its number of stores. It should be noted, however, that the company remains profitable and continues to
increase its revenues while keeping operating expenses, as a percentage of revenue, consistent.
Capital Structure. Five Below has not taken on any long-term or short-term debt. The company completely
finances its operations via internally generated cash and equity. Their equity consists of: common stock,
additional paid in capital, and retained earnings. Five Below appears to have sufficient internally generated
cash flow to meet its growth plans and general obligations. Due to this fact, they have no need to take on any
debt and, thus, prefer to keep their company debt-free. Five Below’s lack of debt means the company has
greater balance sheet flexibility, should the need for additional cash arise. Although a healthy amount of debt
can be beneficial to a growing company, it is important to note that Five Below has funded their growth mainly
through the use of their equity. Debt repayments usually come out of a company’s cash flow which decreases
the amount of money available to reinvest in a company. Five Below is a growing company, and so they benefit
from not having to make such debt repayments. Five Below’s excess balance sheet capacity prevents the
company from forced equity issuances or other non-accretive cash raises should unforeseen opportunities or
disruptions occur.
Tax Effects. In December 2017, the Tax Cuts and Jobs Act (TCJA) was enacted. The TCJA decreased the U.S.
corporate tax rate from 35% to 21%. Many other changes were also realized with the enactment of the Act,
including: the acceleration of depreciation for certain assets and limitations on the deductibility of executive
compensation. For Five Below, the impact of this Act was a net $0.5 million benefit. According to the CEO, Joel
Anderson, a portion of this benefit will be used to accelerate key investments in order to support the company’s
future growth. Mr. Anderson mentioned that these key investments would include accelerating important
investments focused on Five Below’s associates as well as systems and infrastructure in order to further solidify
their foundation to support future growth. Mr. Anderson also stated that a large majority of the tax benefit
would flow through to their shareholders. Although Five Below does not pay a dividend, Mr. Anderson
referenced the fact that the company announced their first ever share repurchase authorization for $100
million dollars. Repurchasing shares would improve shareholder value by putting upward pressure on the share
price as well as signal to shareholders that Five Below has a strong cash flow.
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Inventory. Five Below’s inventory turnover for 2017 was 4.2x. Five Below’s inventory turnover is consistent
with the retail industry average of 4.3x and is greater than all competitors listed in Appendix 6. However, Five
Below’s inventory turnover has consistently decreased in the last five years from 5.4x in 2013 to 4.2x in 2017.
This could indicate a variety of things: either there is less demand for Five Below’s products or inventory
management has become less efficient. Faster turnover brings down the holding costs of inventory; less is
spent on theft, spoilage and utilities. For 2017, inventory represented approximately 27% of Five Below’s total
assets. Efficient inventory management is therefore a key component of Five Below’s business and profitability.
Five Below must maintain sufficient inventory levels and an appropriate product mix to meet their customers’
demands. There are various risks that Five Below incurs due to their inventory. The company focuses on trends
for their merchandise. Since Five Below’s main demographic are teens and preteens, trends change on a
quarterly basis and unsold merchandise is likely to be rendered obsolete. Since Five Below already has
competitive prices, they do not offer discounts, again reducing the probability of selling their inventory once a
trend has passed. If Five Below does not have an effective merchandise clearing strategy, excess inventory can
create a bottleneck in inventory flow. Another threat to inventory is that their sales depend on a volume of
traffic to other stores, and a reduction in traffic to, or the closing of, anchor tenants and other destination
retailers in the shopping centers in which Five Below stores are located could significantly reduce sales and
leave them with excess inventory. Since online shopping has become more popular, many customers choose
to purchase items online rather than physically attend a shopping center. This can pose a threat to Five Below’s
sales, and therefore inventory, as fewer people visit shopping centers. Five Below does not have a strong online
presence, which can also hurt inventories as the digital age expands. Five Below’s days inventory outstanding
ratio for 2017 is 77.7. This means Five Below holds the inventory, on average, for 77.7 days before getting rid
of it. This is lower than the industry average; however, due to trends constantly changing at a rapid pace, Five
Below needs to remove the old inventory to ensure efficient inventory flow.
Operating Efficiency & Liquidity (Appendix 8). Firstly, Five Below’s liquidity needs to be considered relative to
its peers. Five Below’s current ratio is higher than the average of its peers. This indicates the company is able
to meet its short-term debt obligations. Five Below’s current ratio is not that much higher than its peers to
raise concerns about its net working capital. The current ratio is also not below its peers to raise default
concerns. The company’s quick ratio is also much higher than the average of its peers. This is good since it
indicates that Five Below is more liquid and better able to cover its current liabilities. As for Five Below’s
operating efficiency, it has a higher total asset turnover than its peers. This indicates that the company is using
its assets more effectively than its peers to generate sales. In contrast, however, the company’s fixed asset
turnover is lower than that of its peers. This indicates that Five Below’s peers are using their investment in
fixed assets to generate sales more efficiently than Five Below. This is not a cause for concern since Five Below’s
fixed asset turnover ratio is not meaningfully lower than its peers. Looking at inventory turnover, Five Below is
once again superior to its peers. Five Below is using its inventory more efficiently than its peers. Overall, it is
evident that Five Below is in a superior liquidity and efficiency position relative to its peers.
Downturn Resilience. It is unclear how Five Below was affected by the 2007 recession as the company only
became public in 2012. Conclusions on downturn resilience are therefore assumed based on how the industry
and competitors fared in the last recession. The retail industry was negatively affected by the last recession.
Retail chains closed many stores around the country and many businesses lost billions of dollars in profits.
However, discount stores did not seem to be heavily impacted by the economic downturn. Dollar Tree’s and
Dollar General’s revenues continued to increase despite the recession. However, these competitors do offer
necessities which consumers might be more inclined to buy during a period of economic downturn, whereas
Five Below provide mostly leisure items targeted towards teens and preteens. It is unclear if Five Below’s prices
will be more appealing in a recession, or if consumers will limit their purchase of these products despite their
low prices. Five Below’s sales also depend on high traffic to other stores. If consumers are limiting their
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shopping experiences with other retail stores, Five Below could be negatively impacted by the lack of consumer
presence. However, Five Below has yet to take on debt and has a steady cash flow. Even though sales and
profits will likely be negatively impacted by an economic downturn, Five Below is currently in a financially stable
place to handle it.
Cash Flows and Capital Expenditure Requirements. According to Five Below’s Statement of Cash Flows (SCF),
they generated $167.4 million from operations, spent $139.2 million in cash on investing activities, and
received $8.4 million through financing activities in 2017. According to the SCF, Five Below is using most of the
cash they generate from operations to fund their capital expenditures and purchase investment securities.
Their capital expenditures include new store construction, corporate infrastructure, and distribution facilities.
These capital expenditures come as no surprise as Five Below is continuing to expand. The $8.4 million they
received from financing activities was the result of increases in the proceeds from the exercise of options to
purchase common stock and vesting of restricted and performance-based restricted stock units and a decrease
in the common shares withheld for taxes. Five Below is therefore using cash generated from operations and
financing activities to continue their expansion of stores across the US.
Cash Flow Ratios. The operating cash flow ratio for 2017 is 1.0. However, in years prior to 2017, the operating
cash flow ratio has been less than 1, sometimes as low as 0.4. A ratio less than 1 indicates that a company is
not generating enough cash to pay off its short-term debt. This is concerning as Five Below prides itself on the
amount of cash it has at its disposal and yet this cash is just enough to cover their short-term debt obligations.
Five Below’s cash conversion ratio for 2017 was 2.80. This indicates that the company has excess cash flow
compared to its net profit. This puts the company in a good position to use their cash in an effective manner,
which they have been doing in their expansion programs. Five Below does not pay dividends and does not plan
to for the foreseeable future. It can therefore be assumed that Five Below intends to use their cash to reinvest
in the company to continue to grow until it is in a more mature state.
VALUATION
We issue a HOLD recommendation on Five Below with a target price of $123.57, presenting a fair-valued
price with an upside of 5.10% on the closing price of $117.57 on January 11, 2019. Our target price calculation
is based on a 60%/40% blend of a Multiples Approach model with a target price of $111.02 and a Discounted
Cash Flow model with a target price of $142.40. The choice of attributing more weight to the Multiples model
was based on our assessment that this model better captures the current market sentiment. A Sum-of-Parts
valuation was attempted for Five Below, but we felt it did not present an acceptable intrinsic value. A Sum-ofParts valuation is typically reserved for companies with aggregate divisions in order to value them separately.
Five Below is a growing specialty retailer with 100% of their revenue coming from the sale of acquired
merchandise. The company also does not own any real estate. The stores in which they operate and the
distribution centers they use to store inventory are all leased to Five Below. The company’s assets consist of
cash and equivalents, short-term securities, inventory, and their property, plant, and equipment, which
consists of equipment needed to operate the stores such as computers and furniture. Because Five Below does
not have separate divisions, it is our opinion that a Sum-of-Parts valuation is not feasible for a company similar
to Five Below.
DCF Method. We have chosen the DCF Method as our secondary method of calculating the intrinsic value of
Five Below’s stock price as Five Below does not offer a dividend and they have a stable free cash flow, which is
expected to increase overtime in three phases. The first phase of strong organic growth is based on Five Below’s
aggressive expansion plan, which we believe will continue to bring in high revenues for the next five years
(2019-2024). The second phase of five years (2025-2030), we have determined to be a transitional period of
linear decelerated growth, which ranges from 15% to 5%. There is no clear indication of any other expansion
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plans once Five Below has reached their target store growth of 2,500 across the US. Therefore, from 2031, we
have determined Five Below’s growth as a perpetuity with a constant growth of the nominal GDP growth rate
of 4.5%. Based on our DCF analysis, the estimated price is $142.40.
Discount Rate Calculation. Five Below does not have debt or preferred stock, and thus using the traditional
calculation of WACC, the discount rate is equal to the required return on Five Below’s equity (Appendix 13).
We have used two different methods to determine the discount rate: CAPM and the Specialty Retail industry
cost of capital. Using the CAPM model, we have calculated the discount rate to be 7.46%, and using the
Specialty Retail industry cost of capital, we have calculated the discount rate to be 6.29%. However, there are
various risks and opportunities unique to Five Below that we believe need to be reflected in the industry
discount rate. We have noted the most important below.
Inflation. The first risk is that of inflation. All specialty retail stores are affected by inflation and this is already
reflected in the calculation for the cost of capital. However, inflation can have an added effect on Five Below
that industry peers will not experience. Five Below has a price point of $5 and below, and with inflation
consistently increasing at an annual rate, Five Below runs the risk of certain merchandise being priced out of
their range. This can lead to lower quality products, unfavorable adjusted pricing schemes, or increased prices
which would undermine their business policy of $5 and below products. As this risk is prominent and will
continue to pose a threat every year, we have denoted this risk as the greatest risk the company faces and
thus, will add 1.1% to the discount rate.
Online Experience. The main service that Five Below offer their customers is their in-store experiences. Five
Below’s online presence is thus limited and not necessarily appealing to customers (e.g. no free shipping). Five
Below therefore relies on foot-traffic to other stores located near Five Below as well as a continuous attraction
to their in-store experiences. However, as the world modernizes, online shopping has become more convenient
to customers. Many specialty retail stores have expanded their online presence. This therefore poses a threat
to Five Below’s business model as online shopping becomes more popular. We will therefore add 0.8% to the
discount rate to account for this risk.
Limited Debt. The Specialty Retail industry discount rate accounts for both cost of equity and cost of debt. Five
Below has no long-term debt, thus adjustments need to be made to account for their strong balance sheet.
Since the weight of debt in the industry’s cost of capital calculation accounts for 35% at a cost of 3.91%, we will
decrease the discount rate by 0.6%.
Trends. Five Below’s demographic is focused on teens and pre-teens. This age group is extremely “fad” focused
and Five Below’s goal is to capitalize on these trends. Some of the most successful trends include: silly bands,
slime and fidget spinners. 2017 was the year of the fidget spinner trend. Comps increased by 6.5%, a large jump
from the decreasing trend since the silly band craze in 2010. Five Below’s stock price is also expected to increase
as the next fad hits. It is difficult to determine when the next trend will hit; however, it is inevitable that another
trend will hit and that it will help Five Below’s sales and bottom line when it does. Only a select few (if any) of
Five Below’s industry peers will benefit from these trends. We therefore will decrease the discount rate by
0.4% to account for this opportunity.
Inelastic Demand. We believe the demand for Five Below’s products are relatively inelastic. Five Below is thus
insulated from economic turbulence relative to their industry peers. However, we believe this inelasticity is
mainly due to the price point of $5 or less. We therefore will only subtract 0.2% from the discount rate.
Tariffs. An immediate concern for investors is the threat of tariffs. If the next $200 billion in tariffs are
implemented, 25% of Five Below’s products will be affected. Five Below’s industry peers will also be affected
by these tariffs if implemented, however, since Five Below is limited by their $5 price point, we believe the
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industry’s cost of equity needs to be adjusted to reflect this. We are therefore adding 0.1% to the discount rate
to account for this risk.
Adjusted Discount Rate. The adjusted Specialty Retail discount rate is equal to 7.06%. We have calculated the
discount rate with a 60%/40% blend of CAPM and industry cost of capital, respectively. We have used two
methods to calculate the discount rate to try and determine a more holistic value since Five Below does not
have any debt or preferred stock, which limits the traditional calculation of the weighted average cost of
capital. The discount rate is therefore 7.3%.
Sensitivity Analysis (Appendix 12). To assess the acuteness of our DCF valuation, we have conducted a
sensitivity analysis based on the two most influential inputs, namely WACC and the terminal growth rate. The
most conservative scenario of a combination of a 4.2% perpetual growth rate and a discount rate of 7.7% has
a downside of -2.1%. The most optimistic scenario of a combination of a 4.8% perpetual growth rate and a
discount rate of 6.9% has an upside of 59.6%. These results reinforce our conclusion of a 5.10% upside as the
sensitivity analysis has concluded conservative results.
Peer Group (Appendix 15). It has been a challenge to pick an appropriate peer group for Five Below. There
are many companies similar to Five Below in terms of discount merchandise and specialty products; however,
most of these companies are in different stages of growth and maturity. Since Five Below is in a very unique
stage, we have narrowed our search to four companies which we feel currently best compare to Five Below.
Our criteria for the peer group is that the companies have to be in the specialty retail industry, do not issue
dividends, and have store expansion as their main source of growth. We have only found four companies that
match this description explicitly and they are: Ollie’s Bargain Outlet, At Home Group, Duluth Holdings Inc.,
and Ulta Beauty.
Multiples Analysis (Appendix 16). We chose to do the Multiples Approach as our primary method of
valuation as we were able to establish a strong peer group to draw comparisons. We chose Price to Earnings
to Growth (PEG) as the most appropriate multiple to compare Five Below to its peers. We used the PEG ratio
for two main reasons. Firstly, Five Below does not issue dividends and the PEG ratio does not incorporate
income received by investors. Secondly, Five Below is in a stage of rapid growth and one weakness of the P/E
or EV/EBITDA ratios are that its calculations do not consider the future expected growth of the company. We
calculated Five Below to have a PEG ratio of 2.37 and the peer group to have an average PEG ratio of 2.24.
PEG ratios higher than 1 are generally considered unfavorable, suggesting that Five Below and the peer group
are overvalued. We consider this to be justified, taking into account higher earnings growth. Since Five
Below’s PEG ratio is greater than its peer group, we concluded that Five Below is trading at a premium with
the intrinsic value at $111.02.
CORPORATE GOVERNANCE
Company Structure. Five Below is a U.S.-based company, headquartered in Philadelphia, Pennsylvania. The
company has one wholly-owned subsidiary, Five Below Merchandising, Inc. (Appendix 18). The company
operates solely in the United States.
Executive Committee & Board of Directors. The board of directors (BOD) has 10 members which are divided
into three classes with staggered three-year terms (Appendix 20). The class I directors’ (Buggeln, Devine and
Sargent) terms expire in 2019. The class II directors’ (Barclay, Anderson and Ryan) terms expire in 2020. The
class III directors’ (Kaufman, Lathi, Markee and Vellios) terms expire in 2018. There are two women on the
BOD, Kathleen Barclay and Catherine Buggeln. The BOD only has one executive member on it, Joel Anderson,
who has been the CEO of Five Below since 2015. Thomas Vellios is the only other member of the board who
previously held an executive position at Five Below; he served as the CEO until 2015. There are no family
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relationships among any of the members of the BOD. Furthermore, eight of the directors satisfy the
requirements for independence set forth by The NASDAQ Stock Market LLC and other laws and regulations.
Our first concern with the BOD is the fact that nine of the members are over the age of 50. Since Five Below is
a trend-driven company, we find it concerning that they do not have more age diversity on their board. People
of different ages can offer different levels of experience as well as vastly different perspectives on matters that
could be beneficial to companies. Our second concern is with the staggered three-year terms of the directors.
This is a short period that does not allow for stability within the BOD. It also limits the amount of long-term
thinking and planning the BOD can conduct since members’ terms expire within three years. This somewhat
forces the BOD to mainly focus on short-term planning and discussions (Appendix 21). Furthermore, we are
concerned with the number of committees held by members of the BOD outside of Five Below. There are eight
members who hold board positions with other companies as well as some corporate positions. Our concern is
that these members might not be devoting a focused attention towards Five Below, and therefore, the
company might not be receiving the full benefit of the skills and expertise many of these members have to
offer. Five Below amended its “Compensation Policy for Non-Employee Directors” in the 2017 fiscal year. The
company’s goal was to maintain the competitiveness of compensation provided to the board. Five Below
increased the annual cash retainer for directors from $60,000 to $70,000 and it increased the fair market value
of annual restricted stock unit grants to directors from $90,000 to $100,000. These changes went into effect at
their 2017 Annual Meeting. In terms of executive compensation, it consists of a combination of: base salary,
annual incentive bonus, discretionary bonuses, and long-term equity incentive grants. Five Below’s executive
compensation strategy aims to ensure executives achieve company value and that they are rewarded for
creating shareholder value. Five Below makes use of a peer group in its compensation decision making process.
This peer group includes companies such as Big 5 Sporting Goods, Finish Line and Vitamin Shoppe. This is done
in order to ensure the company offers competitive compensations. We believe the company’s compensation
policies, for both directors and executives, are in line with Five Below’s financial achievements over the last
few years. This can be seen when considering that, for the 2017 fiscal year, their net sales increased by 27.8%
and they opened 103 new stores. These achievements were also reflected in their stock’s increase in value for
the 2017 fiscal year.
Environmental Sustainability & Social Responsibility. Bloomberg gives Five Below an ESG rating of 16.53 on a
scale of 0 to 100, which is below the industry average of 27. A score below 29 is considered low. The ESG score
is based on three components: environmental, social and governance. The environmental component for Five
Below does not have a score. This is concerning as a lot of production and packaging goes into Five Below’s
products. This component brings the score down to 16.53. The social disclosure score is also relatively low at
19.30. This is surprising as Five Below donates to many charities and organizations on a regular basis. The
governance disclosure score is the highest at 51.79. This indicates that Five Below use accurate and transparent
accounting methods, there is diversity across board members with minimal conflicts of interest among board
members, and that Five Below has not engaged in any illegal activity. As was previously mentioned, Five Below
has used their platform to help charities and foundations. Five Below recently began new partnerships with
two special charities. Over 100,000 backpacks were donated to the Kids In Need Foundation® and $100,000
was donated to Best Friends Animal Society®. Five Below has also raised money for Alex’s Lemonade Stand
Foundation and St. Jude Children’s Research Hospital. Five Below raised over $1 million for both Alex’s
Lemonade Stand Foundation and St. Jude Children’s Research Hospital in 2017. In addition to Five Below’s
selected charities and foundations, they also donate gift cards to non-profit organizations upon request.
Priority is given to requests from non-profit organizations that serve residents and the immediate communities
surrounding Five Below stores and distribution facilities, especially missions involving youth initiatives. Five
Below reviews requests once a month and 10 organizations are chosen every month.
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Shareholder Base. Five Below has 55.7 million shares outstanding. The company has a single class of shares
and has not issued preference shares or shares with different voting rights. 97.1% of shares are free float,
which has a positive effect on the liquidity of the company’s stock. Five Below does not issue dividends. Five
Below is a relatively new company and is therefore reinvesting in itself to grow. Five Below is currently using
excess cash to open new stores across the country. There is potential for dividends as the company matures if
they maintain a consistent cash flow with limited debt. Currently, the biggest shareholder of Five Below is
BlackRock Inc, holding a stake of 11.2%. BlackRock bought 405,605 shares in September 2012, two months
after the company went public. They have consistently increased their shares in Five Below and currently hold
6,575,425 shares in the company.

INVESTMENT RISKS
STRATEGIC RISKS
Dependency on New Store Growth. The company’s main driver of growth is their opening of stores in new and
existing markets. Their current growth is approximately 20% YoY. The potential inability to open new stores at
favorable terms could have an impact on Five Below’s revenue growth.
Risk of Increasing Competition. Five Below operates in a niche that doesn’t have large barriers to entry. The
company does not have a large economic moat compared to its peers and a competitor would be able to
replicate their business.
Reliance on Foreign Merchandise. Five Below sources a large majority of their merchandise from outside of
the United States. The company operates entirely within the United States and is subject to the buying
preferences of its citizens. Recently, there has been a greater emphasis on buying American goods and this can
have an adverse effect on Five Below’s sales.
Location Risks. Five Below’s sales depend on the volume of traffic to and around their existing stores. This
volume is affected by “anchor tenants” such as bigger box stores nearby. A decrease in volume of traffic to
these stores would pose a risk to Five Below’s comparable sales.
MARKET RISKS
Market Risk/Cyclicality. Five Below, as well as many other retailers, operate within a cyclical industry and are
subjected to the peaks and troughs of that business cycle. The company generates a significant portion of their
yearly revenue during the fourth quarter and any deviation from this can impact their business for the rest of
the year.
Rise of Inflation. With the company’s price point of $5 and below, they run the risk of certain merchandise
being priced out of their range with increased inflation. Five Below would not be able to pass this increased
cost on to the customer and maintain their price point.
FINANCIAL RISKS
Unfavorable Credit Terms. The company uses its positive cash flow to obtain revolving credit. The tightening
of the credit markets could have adverse effects on the company in terms of obtaining short-term loans.
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OPERATIONAL RISKS
Threat of Increasing Wages. Five Below may struggle to attract and retain qualified employees and control
labor costs as wages start to increase. The nationwide push for a much higher minimum wage than what is
currently set presents itself as a significant operating risk to the company.
Risks Related to Five Below’s Products. The company relies on the relationship they have with their vendors
in order to obtain favorable terms for their products. Failure to do so can result in increased costs that cannot
be easily passed on to their customer.
REGULATORY AND LEGAL RISKS
Tax Rate. Tax reforms, such as the Tax Cut and Jobs Act (TCJA), within the United States, may affect Five Below
in the future.
Tariffs. A significant portion of Five Below’s merchandise is manufactured outside of the United States and the
prices and flow of these goods are subject to trade legislation imposed by the United States and other
countries. The impact of these regulatory changes is an increased focus as of late.
Applicable Law. As Five Below grows their store base and moves into new markets in various states, the
difference in applicable state and local laws may have an adverse effect on how effectively the company can
operate.
Copyright Infringement. The company states that they may not always be able to successfully enforce their
trademarks in the various jurisdictions they operate. Failure to do so could diminish the value of their brand
and have adverse effects on sales and profitability.
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APPENDIX 1

Income Statement

USD Thousand

Jan 10

Jan 11

Jan 12

Jan 13

Jan 14

Jan 15

Jan 16

Jan 17

Jan 18

Revenue

125

197

297

419

535

680

832

1000

1462

Cost of Revenue

85

131

192

269

347

442

540

643

815

Gross Profit

40

66

105

150

188

238

292

357

463

SG&A

30

44

72

102

120

144

177

217

273

EBITDA

10

22

33

48

68

95

115

140

190

Depreciation &
Amortization

4

5

7

10

14

17

22

27

33

EBIT

6

17

26

38

54

78

93

113

157

Interest Expense

0

0

0

0

0

0

0

0

0

EBT

6

17

26

38

54

78

93

113

157

Income Taxes

(5)

5

10

14

20

29

35

42

56

Net Income

11

12

16

24

34

49

58

71

101

$0.54

$ (0.08)

$0.00

$ (1.28)

$0.59

$0.89

$1.06

$1.31

$1.86

EPS

Source: CapitalIQ, Team Assessment

APPENDIX 2

Balance Sheet

USD Thousand

Jan 11

Jan 12

Jan 13

Jan 14

Jan 15

Jan 16

Jan 17

Jan 18

ASSETS

Cash & Equivalents

12

41

56

50

63

53

76

113

Short Term Investments

0

0

0

0

0

46

78

132

Inventory

27

39

61

89

116

148

154

187

62

Prepaid Expense

4

7

11

15

18

16

14

18

Deferred Tax Assets Current

3

5

1

5

-

-

-

-

Other Current Assets

-

-

0

2

2

1

18

30

Total Current Assets

46

92

130

161

199

265

34

480

Gross Property, Plant & Equipment

46

65

91

114

146

194

239

308

Accumulated Depreciation

(17)

(23)

(32)

(44)

(59)

(74)

(100)

(128)

Net Property, Plant & Equipment

29

42

59

70

87

120

139

180

Long-term Investments

-

-

-

-

-

-

11

28

Deferred Tax Assets LT

1

-

-

0

8

9

11

7

Other LT Assets

0

0

1

1

0

0

1

2

Total Assets

77

135

190

232

294

393

501

696

LIABILITIES

Accounts Payable

10

24

28

34

39

58

51

73

Accrued Expenses

5

14

16

17

22

28

36

60

Current Port. Of LT Debt

-

-

15

20

-

-

-

-

Current Income Taxes Payable

0

9

7

6

14

12

24

25

Unearned Revenue, Current

1

2

2

-

-

-

-

-

Other Current. Liabilities

2

1

0

3

4

4

6

6

Total Current Liabilities

18

50

69

80

79

102

117

165

63

LT Debt

0

0

20

-

-

-

-

-

Def. Tax Liability, Non-Current

-

1

2

-

-

-

-

-

Other Non-Current Liabilities

15

21

29

35

41

47

53

73

Total Liabilities

34

72

119

115

120

149

169

237

EQUITY

Total Preferred Equity

192

192

-

-

-

-

-

-

Common Stock

0

0

1

1

1

1

1

1

Additional Paid in Capital

1

4

271

285

294

307

322

346

Retained Earnings

(150)

(134)

(200)

(168)

(120)

(63)

9.3

112

Total Common Equity

(149)

(130)

71

117

174

245

331

459

Total Equity

43

62

71

117

174

245

331

459

Total Liabilities and Equity

77

135

190

232

294

393

501

696

Source: CapitalIQ, Team Assessment

APPENDIX 3

Revenue Growth
Source: CapitalIQ, Team Assessment
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APPENDIX 4

Top-Line Sales Growth

Source: CapitalIQ, Team Assessment

APPENDIX 5

SG&A Expenses as % of Revenue

Source: Team Assessment
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APPENDIX 6

Profitability Analysis

Gross Profit Margin

2016

2017

EBITDA Margin

2016

2017

FIVE

35.7%

36.3%

FIVE

14.1%

14.9%

OLLI

40.5%

40.1%

OLLI

12.7%

13.7%

HOME

32.3%

32.3%

HOME

14.7%

15.3%

DLTH

56.9%

55.4%

DLTH

10.6%

9.4%

ULTA

36.0%

35.6%

ULTA

17.8%

17.6%

Peer AVG

Peer AVG

EBIT Margin

2016

2017

Net Margin

2016

2017

FIVE

11.4%

12.3%

FIVE

7.2%

8.0%

OLLI

11.5%

12.6%

OLLI

6.7%

11.8%

HOME

10.2%

10.6%

HOME

3.5%

3.3%

DLTH

9.3 %

7.9%

DLTH

5.7%

5.0%

ULTA

13.5%

13.3%

ULTA

8.4%

9.4%

Peer AVG

11.1%

11.1%

Peer AVG

6.1%

7.4%

ROE

2016

2017

ROA

2016

2017

FIVE

24.9%

25.9%

FIVE

15.9%

16.4%

OLLI

17.6%

19.3%

OLLI

6.4%

8.2%

HOME

5.7%

4.7%

HOME

4.3%

4.9%

DLTH

18.7%

17.0%

DLTH

15.8%

12.2%

ULTA

27.4%

33.4%

ULTA

17.1%

18.0%

Peer AVG

17.4%

18.6%

Peer AVG

10.9%

10.8%
Source: CapitalIQ, Team Assessment

APPENDIX 7

Sales & Operating Expenses From 2012 to 2017

2012

2013

2014

2015

2016

2017

Sales ($MM)

297.1

418.8

535.4

680.2

832.0

1,000.4

Operating Expenses ($MM)

78.6

111.2

133.3

160.8

199.0

243.1

26.46%

26.55%

24.90%

23.64%

23.92%

24.30%

Operating Expenses as % of Sales

Source: CapitalIQ, Team Assessment
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APPENDIX 8

Operating Efficiency & Liquidity

Ratio

Current

Quick

Total Asset
Turnover

Fixed Asset
Turnover

Inventory
Turnover

2016

2017

2016

2017

2016

2017

2016

2017

2016

2017

FIVE

2.6x

2.9x

1.0x

1.3x

2.4x

2.2x

8.0x

7.8x

4.1x

4.2x

OLLI

2.3x

3.0x

0.3x

0.9x

0.8x

1.8x

5.1x

4.7x

3.7x

3.6x

HOME

1.1x

1.0x

0.0x

0.0x

0.6x

2.2x

9.7x

9.1x

2.3x

2.3x

DLTH

4.0x

2.9x

1.5x

0.7x

3.2x

2.5x

16.5x

16.6x

3.0x

3.0x

ULTA

3.5x

2.9x

1.4x

1.0x

1.9x

2.0x

5.0x

5.2x

3.8x

3.6x

Peer AVG

2.7x

2.5x

0.8x

0.8x

1.8x

2.1x

9.1x

8.9x

3.2x

3.1x

Firm

Source: CapitalIQ, Team Assessment
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APPENDIX 9

Future Assumptions for DCF
Perpetual Growth from 2031

Revenue (% YoY Growth)

4.5%

Cost of Revenue (% of Revenue)

64%

Gross Profit (% of Revenue)

36%

Operating Expenses (% YoY Growth)

24%

Operating Income (% of Revenue)

12%

Depreciation and Amortization (% YoY Growth)

4%

Changes in Net Working Capital (% of Revenue)

1%

Free Cash Flow (% YoY Growth)

4.5%
Source: Team Assessment

APPENDIX 10

Discount Rate Adjustments
Specialty Retail Industry Discount Rate Adjustments

Inflation

1.1%

Online Experience

0.8%

Limited Debt

-0.6%

Trends

-0.4%

Inelastic Demand

-0.2%

Tariffs

0.1%
Source: Team Assessment

APPENDIX 11

Discount Rate Adjustments Explained

To determine our values for adjusting the discount rate, we started by listing the factors in order of
greatest impact to least impact in relation to their industry peers:
We believe that inflation poses the greatest risk to Five Below because inflation is a constant risk that
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threatens their $5-or-below business model. We have determined online shopping to have the second
greatest impact on Five Below as the online experience has increased with popularity and with the fastpace of technology, we believe this will continue to be a threat with no foreseeable end in the future. We
believe Five Below’s limited debt to have the next greatest impact. Most, if not all, of Five Below’s industry
peers have long-term debt. It is uncertain if Five Below will be able to continue indefinitely without using
debt to finance their activities; however, this is an advantage for them at present. Another unique
opportunity for Five Below is their ability to capitalize on trends. These trends are inconsistent, but
inevitable, and Five Below is able to capitalize on these trends in a way unlike any of their industry peers.
A third opportunity for Five Below is their perceived inelastic demand. However, this is based solely on
their pricing scheme and could change in the future. The final factor is the immediate concern of tariffs.
Five Below can be impacted more by tariffs than their industry peers because of their $5 price points.
Once we had determined these factors and their level of importance/impact, we began looking at the
quantitative values we would assign to each factor. Since the CAPM method calculated a discount rate of
7.46% (18.6% greater than the industry discount rate), we decided that no factor should change the
industry rate by more than the 18.6% variance to the benchmark. With those rankings in mind, we
determined the adjusted values.
Source: Team Assessment

APPENDIX 12

WACC Sensitivity Analysis

Perpetual Growth Rate

WACC
6.9%

7.0%

7.1%

7.2%

7.3%

7.4%

7.5%

7.6%

7.7%

4.8%

59.6%

52.0%

45.2%

38.7%

32.8%

27.4%

22.4%

17.7%

13.4%

4.7%

53.5%

46.4%

40.0%

34.1%

28.6%

23.5%

18.8%

14.5%

10.4%

4.6%

47.9%

41.3%

35.4%

29.8%

24.7%

20.0%

15.6%

11.4%

7.6%

4.5%

42.7%

36.7%

31.1%

25.9%

21.1%

16.7%

12.5%

8.6%

5.0%

4.4%

38.0%

32.4%

27.1%

22.3%

17.8%

13.6%

9.6%

5.9%

2.5%

4.3%

33.6%

28.4%

23.5%

18.9%

14.6%

10.7%

6.9%

3.4%

0.2%

4.2%

29.6%

24.6%

20.0%

15.7%

11.7%

8.0%

4.4%

1.1%

-2.1%

Source: Team Assessment
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APPENDIX 13

Discount Rate Calculation
DISCOUNT RATE CALCULATION
10y US Government Bond - Risk Free Rate

2.583%

S&P 500 Market Return - Yearly for last 10 years

11.3%

Beta 5Y

0.56

CAPM WACC = rf + b(rM - rf)

7.46%

Specialty Retail Industry Cost of Capital (NYU Study)

6.29%

●

Adjusted Specialty Retail Industry Cost of Capital

7.09%
Source: Team Assessment, NYU Study

APPENDIX 14

Beta Calculation

We calculated Five Below’s beta by calculating the covariance between the adjusted return of the weekly
closing prices of Five Below’s stock price and the SPY for the past 5 years and dividing that by the variance
of the adjusted return of the weekly closing prices of the SPY.
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APPENDIX 15

Peer Group

Ticker

OLLI

HOME

DLTH

ULTA

Company

Description

Ollie’s Bargain Outlet

Ollie’s Bargain Outlet is a chain retail store. Their growth
strategy is similar to Five Below’s in that they are
attempting to open hundreds of new stores across the
country. They are currently capitalizing on Toys “R” Us’
liquidation. They have bought 12 former Toys “R” Us sites
are leasing another six. In November, Ollie’s opened its
300th store in Maryland.

At Home Group

At Home Group is retail chain specializing in home decor
products based in Plano, Texas. Their recent growth is also
attributed to new store openings across the country. They
currently have 178 stores and they remain on track to open
at least 600 store locations.

Duluth Holdings Inc.

Duluth Holdings Inc., which primarily sells goods through
its Duluth Trading Company brand, is a workwear and
accessories company. Duluth Holdings has also focused on
frequent store openings and this has driven their top-line
performance. They opened 15 new stores in 2018 and will
continue to do so in 2019.

Ulta Beauty, Inc.

Ulta is a chain of beauty stores in the US. Even though Ulta
has an impressive store count at 1,124 stores across the
US, they still opened 19 stores in 2018 which helped overall
revenue rise 15%.

Source: Team Assessment

APPENDIX 16

Multiples Valuation

Source: Yahoo Finance, Team Assessment
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APPENDIX 17

DCF Valuation

Source: Bloomberg, Team Assessment

72

APPENDIX 18

Five Below Subsidiary

Geography

Company

Function

LTM Total Rev. ($MM)

Share

United States and Canada

Five Below
Merchandising, Inc.

Holding

10.22

100%

Source: CapitalIQ

APPENDIX 19

Executive Committee

Joel Anderson
(CEO & President)

●
●

53 y.o.; More than 20 years of experience in the retail sector
Experience at Walmart.com (CEO), Wal-Mart Stores (VP), Lenox Group, and Toys “R” Us

●

55 y.o.; Experience at Urban Outfitters (finance director) and Eagle’s Eye (VP)

●

60 y.o.; Experience at Ascena Retail Group (executive VP & CIO) and Charming Shoppes (CFO)

●

53 y.o.; Experience at Patriarch Partners (chief design officer) and Qbbs Global

●

53 y.o.; Experience at Dick’s Sporting Goods (VP) and Office Depot (VP)

●

53 y.o.; Experience at Fresh Life Foods (owner and president) and Eddie Bauer (VP)

Kenneth Bull
(CFO & Treasurer)
Eric Specter
(CAO)
Michael Romanko
(Executive VP of Merchandising)
George Hill
(Executive VP of Operations)
David Makuen
(Executive VP of Marketing)

Source: CapitalIQ

APPENDIX 20

Board of Directors

Thomas Vellios
(Chairman)
Joel Anderson
(CEO & President)

●
●
●

63 y.o.; Co-founder of Five Below
More than 25 years of experience in the specialty, department store and discount retail industry
Experience at Zany Brainy (CEO) and Caldor (VP)

●
●

53 y.o.; More than 20 years of experience in the retail sector
Experience at Walmart.com (CEO), Wal-Mart Stores (VP), Lenox Group, and Toys “R” Us
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Kathleen Barclay
(Independent Director)

Catherine Buggeln
(Independent Director)

Michael Devine
(Independent Director)

Dinesh Lathi
(Independent Director)
Daniel Kaufman
(Independent Director)

Richard Markee
(Independent Director)

Thomas Ryan
(Independent Director)

Ronald Sargent
(Independent Director)

●
●
●

62 y.o.; Leadership experience with a large-scale, growing retailer
MBA degree
Experience at The Kroger Co. (VP) and General Motors

●
●
●

57 y.o.; Extensive experience in the retail industry, in both managerial and director roles
Bachelor of Arts degree
Experience at Irving Place Capital Management, Coach (VP), Ascena Retail Group (director), Noble
Biomaterials (director), cabi (director), The Timberland Company, and Vitamin Shoppe

●
●
●

59 y.o.; Extensive experience in the retail industry, as both an executive officer and a director
MBA in Finance
Experience at Coach (CFO), Deckers Outdoor Corporation (director), Express, Nutrisystem (director),
Talbots, and Sur La Table

●
●
●

47 y.o.; More than 20 years of experience in the technology and consumer space
MBA from Harvard Business School
Experience at Tailored Brands (non-executive director), One Kings Lane (CEO), and eBay (VP)

●
●

58 y.o.; Extensive experience in the retail industry
Experience at GameStop (VP & CAO), Electronics Boutique Holdings Corp. (VP), and Entertainment
Merchants Association

●
●
●

64 y.o.; Extensive experience in the retail industry
Degree in economics
Experience at Vitamin Shoppe (CEO & non-executive chairman), Toys “R” Us, Collective Brands
(Director), The Sports Authority, and Dorel Industries

●
●
●

65 y.o.; Extensive experience in the retail industry, as both an executive officer and a director
Bachelor of Science degree
Experience at Advent International Corporation, CVS Health (CEO & chairman of BOD), PJT Partners
(director), Bank of America (director), Yum! Brands, and Vantiv

●
●
●

62 y.o.; Extensive experience in the retail industry, as both an executive officer and a director
MBA from Harvard Business School
Experience at Staples (CEO & chairman of BOD), Wells Fargo & Co., The Kroger Co., The Home Depot
(director), and Mattel (director)
Source: CapitalIQ, Five Below Website

APPENDIX 21

Corporate Governance Assessment
Max. Points

Five Below
Points

Board

10

5

Audit

10

1

Shareholder Rights

10

6

Compensation

10

6

ISS Governance QualityScore Methodology

QualityScore is a data-driven scoring and
screening solution designed to help
institutional investors monitor portfolio
company governance.

Methodology focuses on quantitative and
qualitative aspects of governance.

Rating Category

74

Total (Average)
A score in the 1st decile indicates lower
governance risk while a score in the 10th
decile indicates higher governance risk.

10

5

As of Nov. 1, 2018

Main Takeaways
1.
2.
3.
4.
5.

Board: neutral governance risk
Audit: lowest governance risk
Shareholder rights: somewhat higher governance risk
Compensation: somewhat higher governance risk
Overall: Five Below has a neutral governance risk that is not too high or too low which is satisfactory
Source: Team Assessment, Yahoo! Finance, scorecard was adapted and is based on an assessment from www.issgovernance.com
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69.0

Describe FIVE's business model (what is FIVE's "story").
State the investment recommendation: (1) Buy or (2) Sell? Why? (outline key tenants)
(what is the investment thesis).
Discuss investors' expected return given (1) fair value estimate vs. (2) current price.
Discuss key opportunity & risks for investors given the investment recommendation.
Identify & discuss FIVE's target market (pre-teen & teen, $5 price point).
Identify & discuss FIVE's merchandising strategy (trendy, high velocity).
Identify & discuss FIVE's "go to market" strategy (towards "community power
centers"; away from malls; online opportunity).
Identify & discuss FIVE's growth history and strategy (new store openings; new store
financial measurements).
Identify that FIVE participates in the "Dollar Store" retail category
Discuss the spending drivers for the Dollar Store retail category (pre-teen & teens
with cash; parents looking for value)
Discuss the positioning & strategy of "mass merchandise retail" (Walmart, Target,
grocery stores, phamacy chains, etc.) in the "Dollar Store" retail category ("mass
merchandisers" who choose to participate in the "Dollar Store" retail category tend to
do so thru special aisles)
Discuss the positioning & strategy of "on-line retail" (i.e. Amazon Prime) in the "Dollar
Store" retail category (on-line is a questionable threat, given the relatively high
delivery cost as a percent of the item cost)
Identify FIVE's peers in the "US Dollar Store" retail category. (1) Dollar General [DG].
(2) Dollar Tree [DT]. (3) Big Lots [BIG]
Identify & discuss that FIVE's business does not inherently have a "sustainable
competitive advantage" and that continued execution of its business strategy is
necessary for FIVE to continue to be a strong performer. Discuss this in the context of
"Porter's Five Forces" (1) Rivalry: High Threat (FIVE's position relative to (a) existing
"Dollar Store" competitiors; (b) "mass merchansiders with "dollar aisles" (c) online).
(2) New Entrants: High Threat( (likely low barriers to entry). (3) Substitutes: High
Threat (retail channels evolve regularily). (4) Buyer (customers) Power: High Threat
(consumers' retail tastes evolve and shift regularily). (5) Suppliers: High Threat
(suppliers are mass producers who have bargaining power over single customers given
breadth of retail distribution).
Discuss FIVE's distinct approach to differentiate itself from its retail competitors via
(1) retail location approach (community power centers) (2) customer targetting (preteen, teen, bargain seeking parents) (3) merchansising strategy (trendy & fun, high
velocity)
Prepare a financial model (Balance Sheet, Income Statement, Cashflow Statement)
(historical and projected). Relate the financial model to the stock recommendation.

Grader Comments

Comment
Risks not discussed
Comment
Comment
Comment
Comment
Alluded to but not explicitly stated
Not discussed

Not discussed

Comment
Does not correctly identify competitors

Comment

Comment

No cash flow statement
Analyze income statement: (1) Revenue growth (same store sales, new store impact,
etc.) (2) gross profit margins (3) operating expenses (4) return metrics (EBITDA/Sales,
Dupont ROE, etc.)
Analyze balance sheet: (1) inventory turnover (2) working capital (3) fixed assets (4)
liquidity (5) leverage (debt/EBITDA; debt/equity capitalization)
Analyze cash flow statement: (1) Free Cash Flow to Firm (CFO - CAPEX) (2) Free Cash
Flow to Equity (CFO - CAPEX - Debt payments) (3) Capital Reinvestment (maintenance
CAPEX, growth CAPEX) (4) Debt strategy (5) return of capital to shareholders
(dividends, share repurchases)
Compare FIVE's financial metrics to those of its peers.
Prepare a "Multiples" based valuation analysis (1) Price to Earnings (2) Price to Sales
(3) Price to Book Value (4) Price to FCF Equity (5) Enterprise Value to FCF Firm (6)
Enterprise Value to EBITDA (7) Enterprise Value to Sales
Prepare a "Discounted Cash Flow" based valuation analysis (1) Cash flow figures to be
driven from the financial model (2) outline the WACC assumptions
Evaluate FIVE's valuation relative to peer group DG (Dollar General), DLTR (Dollar
Tree) and BIG (Big Lots)
Assess FIVE's stock price relative to the fair value estimate.
State the expected return of the investment recommendation.
Discuss upside opportunity and downside factors, including (1) upside opportunity a
function of continued management execution (2) downside risks include competition,
adverse macro-economy, adverse future trends in the retail industry, inability to scale
management & controls commensurate with realized growth, any adverse event(s)
that negatively affects FIVE's brand, weakening in the financial profile and liquidity.
Assess management
Assess board governance (1) independent directors? (2) ESG policies?

Comment
Comment

Comment
Incorrect peers selected

PEG ratio used
Comment
Inccorectly identified competitors
Comment
Comment

Comment
Comment
Comment
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Grader Comments

Describe FIVE's business model (what is FIVE's "story").
State the investment recommendation: (1) Buy or (2) Sell? Why? (outline key tenants)
(what is the investment thesis).
A nice job. A sentence or two on major risks to your thesis, or critical assumptions
Discuss investors' expected return given (1) fair value estimate vs. (2) current price.
you're making to arrive at your thesis, would have helped. Also, try to relate your
Discuss key opportunity & risks for investors given the investment recommendation.
commentary more to your assessment - i.e., it reads like a "BUY" but you're evaluating
it a "HOLD".
Identify & discuss FIVE's target market (pre-teen & teen, $5 price point).
Identify & discuss FIVE's merchandising strategy (trendy, high velocity).
Identify & discuss FIVE's "go to market" strategy (towards "community power
centers"; away from malls; online opportunity).
Identify & discuss FIVE's growth history and strategy (new store openings; new store I thought this was a thorough discussion. The "network" section I found to be
financial measurements).
especially insightful.
Identify that FIVE participates in the "Dollar Store" retail category
Discuss the spending drivers for the Dollar Store retail category (pre-teen & teens
with cash; parents looking for value)
Discuss the positioning & strategy of "mass merchandise retail" (Walmart, Target,
grocery stores, phamacy chains, etc.) in the "Dollar Store" retail category ("mass
merchandisers" who choose to participate in the "Dollar Store" retail category tend to For future reports, please do a formal industry overview rather than doing it indirectly
do so thru special aisles)
through your Porter work. You captured most of the pieces but it is tougher to pick
Discuss the positioning & strategy of "on-line retail" (i.e. Amazon Prime) in the "Dollar out for the inexperienced reader. That being said, good information here - interesting
Store" retail category (on-line is a questionable threat, given the relatively high
positioning in the "substitute" section, where you imply that FIVE is an "experience"
delivery cost as a percent of the item cost)
akin to a day at a museum or park rather than a shopping trip.
Identify FIVE's peers in the "US Dollar Store" retail category. (1) Dollar General [DG].
(2) Dollar Tree [DT]. (3) Big Lots [BIG]
Identify & discuss that FIVE's business does not inherently have a "sustainable
competitive advantage" and that continued execution of its business strategy is
necessary for FIVE to continue to be a strong performer. Discuss this in the context of
"Porter's Five Forces" (1) Rivalry: High Threat (FIVE's position relative to (a) existing
"Dollar Store" competitiors; (b) "mass merchansiders with "dollar aisles" (c) online).
(2) New Entrants: High Threat( (likely low barriers to entry). (3) Substitutes: High
Threat (retail channels evolve regularily). (4) Buyer (customers) Power: High Threat
(consumers' retail tastes evolve and shift regularily). (5) Suppliers: High Threat
(suppliers are mass producers who have bargaining power over single customers given
breadth of retail distribution).
Discuss FIVE's distinct approach to differentiate itself from its retail competitors via
(1) retail location approach (community power centers) (2) customer targetting (preteen, teen, bargain seeking parents) (3) merchansising strategy (trendy & fun, high
velocity)
Full credit as this was a very good discussion.
Prepare a financial model (Balance Sheet, Income Statement, Cashflow Statement)
(historical and projected). Relate the financial model to the stock recommendation.
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Investment Merits and Risks
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5.0
5.0
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Industry Overview
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3.0
5.0
5.0
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Analyze income statement: (1) Revenue growth (same store sales, new store impact,
etc.) (2) gross profit margins (3) operating expenses (4) return metrics (EBITDA/Sales,
Dupont ROE, etc.)
Analyze balance sheet: (1) inventory turnover (2) working capital (3) fixed assets (4)
liquidity (5) leverage (debt/EBITDA; debt/equity capitalization)
Analyze cash flow statement: (1) Free Cash Flow to Firm (CFO - CAPEX) (2) Free Cash
Flow to Equity (CFO - CAPEX - Debt payments) (3) Capital Reinvestment (maintenance
CAPEX, growth CAPEX) (4) Debt strategy (5) return of capital to shareholders
(dividends, share repurchases)
Compare FIVE's financial metrics to those of its peers.
Prepare a "Multiples" based valuation analysis (1) Price to Earnings (2) Price to Sales
(3) Price to Book Value (4) Price to FCF Equity (5) Enterprise Value to FCF Firm (6)
Enterprise Value to EBITDA (7) Enterprise Value to Sales
Prepare a "Discounted Cash Flow" based valuation analysis (1) Cash flow figures to be
driven from the financial model (2) outline the WACC assumptions
Evaluate FIVE's valuation relative to peer group DG (Dollar General), DLTR (Dollar
Tree) and BIG (Big Lots)
Assess FIVE's stock price relative to the fair value estimate.
State the expected return of the investment recommendation.
Discuss upside opportunity and downside factors, including (1) upside opportunity a
function of continued management execution (2) downside risks include competition,
adverse macro-economy, adverse future trends in the retail industry, inability to scale
management & controls commensurate with realized growth, any adverse event(s)
that negatively affects FIVE's brand, weakening in the financial profile and liquidity.
Assess management
Assess board governance (1) independent directors? (2) ESG policies?

Good work here in your data crunching. Numbers look reasonable. You lost a few
points because you did not project most financial metrics into the future and you did
not compare any ratios to peers.
Lots of good things in this section. Good work around a multi-stage DCF which is
always hard with a growth company that will ultimately decelerate. The two
challenges from my point of view were around the WACC calculation and the peer
group. Although in aggregate the WACC is not terribly wrong (and you did sensitivity
around it), I think your market premium is way too high, market beta is too low
(cyclical retailer cannot have 0.5 beta) and I am not sure the inflation adjustment is
really appropriate. On peer group - you correctly acknowledge that it's difficult, but I

I deducted several points around risks. I think you are overstating the case around
inflation - this would be a challenge but it's true for any retailer and FIVE should be
able to navigate the messaging here. What about e-commerce? What about the
volatility that comes to a growth stock that misses earnings?
This was a complete discussion. Your inclusion of shareholder data was especially
good.
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Describe FIVE's business model (what is FIVE's "story").
Very nice job in the entire investment summary and business description sections
State the investment recommendation: (1) Buy or (2) Sell? Why? (outline key tenants)
(what is the investment thesis).
Discuss investors' expected return given (1) fair value estimate vs. (2) current price.
Discuss key opportunity & risks for investors given the investment recommendation.
Identify & discuss FIVE's target market (pre-teen & teen, $5 price point).
Identify & discuss FIVE's merchandising strategy (trendy, high velocity).
Identify & discuss FIVE's "go to market" strategy (towards "community power
centers"; away from malls; online opportunity).
Identify & discuss FIVE's growth history and strategy (new store openings; new store
financial measurements).
Identify that FIVE participates in the "Dollar Store" retail category
Nice job thinking through peer companies. While you definitely mentioned dollar
stores as competitors, you ultimately chose different companies from a product
perspective as FIVE's peer group. No points were awarded for this element as it does
not match our determined category, but your independent thinking is applauded and
encouraged.
Discuss the spending drivers for the Dollar Store retail category (pre-teen & teens
with cash; parents looking for value)
Comment
Discuss the positioning & strategy of "mass merchandise retail" (Walmart, Target,
grocery stores, phamacy chains, etc.) in the "Dollar Store" retail category ("mass
merchandisers" who choose to participate in the "Dollar Store" retail category tend to
do so thru special aisles)
Comment
Discuss the positioning & strategy of "on-line retail" (i.e. Amazon Prime) in the "Dollar We concluded that online competition in this category is muted as average ticket
Store" retail category (on-line is a questionable threat, given the relatively high
prices are low, and shipping costs relative to spending are high. ie does it make sense
delivery cost as a percent of the item cost)
to pay $8 for shipping $15 worth of goods? Consumers in this space likely to visit
bricks and morter to stretch value dollars on low ticket items.
Identify FIVE's peers in the "US Dollar Store" retail category. (1) Dollar General [DG].
(2) Dollar&Tree
[DT].that
(3)FIVE's
Big Lots
[BIG] does not inherently have a "sustainable
Identify
discuss
business
competitive advantage" and that continued execution of its business strategy is
necessary for FIVE to continue to be a strong performer. Discuss this in the context of
"Porter's Five Forces" (1) Rivalry: High Threat (FIVE's position relative to (a) existing
"Dollar Store" competitiors; (b) "mass merchansiders with "dollar aisles" (c) online).
(2) New Entrants: High Threat( (likely low barriers to entry). (3) Substitutes: High
Threat (retail channels evolve regularily). (4) Buyer (customers) Power: High Threat
(consumers' retail tastes evolve and shift regularily). (5) Suppliers: High Threat
(suppliers are mass producers who have bargaining power over single customers given
breadth of retail distribution).
Nice discussion
on Porter's
five forces
Overall
very thorough,
but looking
for description of high velocity strategy and "power
Discuss FIVE's distinct approach to differentiate itself from its retail competitors via centers"
locations
DCF below
is projected, but FInc Stmt, Bal Sheet financial models are not projected.
(1) retail alocation
(community
power
centers)
(2) customer
targetting
(pre- Missing Statement of Cash Flows
Prepare
financialapproach
model (Balance
Sheet,
Income
Statement,
Cashflow
Statement)
(historicalincome
and projected).
the financial
thesales,
stocknew
recommendation.
Analyze
statement: Relate
(1) Revenue
growthmodel
(same to
store
store impact, Looking for new store vs. same store sales impact too.
etc.) (2) gross
profit
margins
(3) operating
expenses
(4) return
metrics
(EBITDA/Sales,
Analyze
balance
sheet:
(1) inventory
turnover
(2) working
capital
(3) fixed
assets (4) Comment
liquidity (5)
leverage
(debt/EBITDA;
debt/equity
Analyze
cash
flow statement:
(1) Free
Cash Flowcapitalization)
to Firm (CFO - CAPEX) (2) Free Cash Comment
Flow to Equity
- CAPEX
- Debttopayments)
Capital Reinvestment (maintenance Recognizing your argument to favor PEG ratio over EV/EBITDA in your discussion, still
Compare
FIVE's(CFO
financial
metrics
those of its(3)peers.
Prepare a "Multiples" based valuation analysis (1) Price to Earnings (2) Price to Sales
(3) Price to
Book Value Cash
(4) Price
to FCF
Equity
(5) Enterprise
Value
FCF Firm
(6)to be
Prepare
a "Discounted
Flow"
based
valuation
analysis (1)
Cashtoflow
figures
driven from
the valuation
financial model
the WACC
assumptions
Evaluate
FIVE's
relative(2)tooutline
peer group
DG (Dollar
General), DLTR (Dollar
Tree) and
BIGstock
(Big Lots)
Assess
FIVE's
price relative to the fair value estimate.

a number of other multiples to consider.
Comment
Comment
Comment
State the expected return of the investment recommendation.
Comment
Discuss upside opportunity and downside factors, including (1) upside opportunity a
Comment
functionmanagement
of continued management execution (2) downside risks include competition, Comment
Assess
Assess board governance (1) independent directors? (2) ESG policies?
Comment
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